EC COCKE 


APRIL 1, 1980 


VOLUME 19, NO. 13 





RELEASES IN THIS ISSUE 


SIGNIFICANT ITEMS 
ANNOUNCEMENT 





Securities Act - 908 


Securities Exchange Act 


- 16651-82 913 


Public Utility Company 


Holding Company Act 


- 214760-84 939 


Trust Indenture Act - 558 953 
Investment Company Act .... - 11086-95 953 


Litigation 


9034-42 971 


This listing covers releases issued from 3/14/80- 
3/20/80. This listing does not affect the legal 
status of any document published in this issue. 


33-6200 


General Statement of Policy con- 
cerning the implications under the 
federal securities laws of credit 
control regulations applicable to cer- 
tain registered investment 
companies including ‘‘money 
market” funds 





RULES 








SEC DOCKET INDEX 








VOLUME 
| 

I 

II 

IV 

V 

VI 

Vil 


FOUND IN DOCKET 
Vol. V, No. 15 

Vol. V, No. 16 

Vol. VI, No. 3 

Vol. VI, No. 15 

Vol. VI, No. 20 

Vol. VII, No. 8 

Vol. Vill, No. 15 

Vol. IX, No. 11 

Vol. X, No. 11 

Vol. XI, No. 9 

Vol. XII, No. 12 

Vol. XIII, No. 11 

Vol. XIV, No. 12 

Vol. XV, No. 12 

Vol. XVI, No. 10, p. 647 
Vol. XVII, No. 7, p. 467 
Vol. XVIII, No. 6, p. 349 
Vol. XIX, No. 7, p. 529 


DATED 
12/3/74 
12/10/74 

1/8/75 
4/22/75 
5/28/75 
Tl2ar t3 
1/28/76 
5/18/76 
10/5/76 

2/8/77 
7/19/77 
11/29/77 
4/25/78 
9/12/78 
1/16/79 
5/15/79 
9/13/79 
2/20/80 


The following releases relate to self-regulatory 


organization rule proposals and/or adoptions. 


34-16654 
34-16655 
34-16656 
34-16657 
34-16658 
34-16659 


IC-11086 


34-16660 34-16671 


34-16665 
34-16667 
34-16668 


34-16672 
34-16675 
34-16676 


34-16669 
34-16670 


34-16681 


Adoption of technical amendment 
to the form which provides the 
notice to periodic plan certificate 
holders of their right of withdrawal 
with respect to periodic payment 
plan certificates. 





OPINION 














34-16680 


Howard D. Gatliff and 
Earl Martinson 
Where registered representatives of 
member firms of registered securi- 
ties association unlawfully sold un- 
registered securities, and failed to 
disclose extra sales compensation 
to investors, and one of them failed 
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to give proper notification of those 
sales to firm with which he was 
associated, held, association's find- 
ings of violation sustained, but pro- 
ceedings remanded to association 
for reconsideration of the sanctions, 
and to provide association with op- 
portunity to question one of the 
salesmen with respect to his receipt 
of written requests made by associa- 
tion for information. 














SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6200/March 14, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11088/March 14, 1980 


EFFECT OF CREDIT CONTROLS ON THE 
OPERATIONS OF CERTAIN REGISTERED 
INVESTMENT COMPANIES INCLUDING MONEY 
MARKET FUNDS 


ACTION: General Statement of Policy 


SUMMARY: The Securities and Exchange 
Commission announces a general statement of 
policy concerning the implications under the federal 


securities laws of credit control regulations 
applicable to certain registered investment 
companies, including “money market” funds, which 
were recently adopted by the Board of Governors of 
the Federal Reserve System pursuant to the Credit 
Control Act of 1969, as implemented by Executive 
Order of the President. The statement expresses the 
views of the Commission respecting certain 
disclosure requirements under the Securities Act of 





‘Under the regulations: (1) “covered credit” is 
defined to mean any extension of credit originated 
through the acquisition of a security, deposit or other 
instrument, including but not limited to domestic 
and Eurodollar certificates of deposit, U.S. Treasury 
bills, repurchase agreements, commercial paper, 
bankers acceptances, and state and local 
obligations and, except with respect to unit 
investment trusts, any interest accrued thereon, and 
(2) “base” is defined to mean the amount of covered 
credit held by a covered creditor as of the close of 
business on March 14, 1980 [12 CFR 229.12(b) and 
(c)]. 
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1933 and certain regulatory requirements under the 
Investment Company Act of 1940 which should be 
considered by registered investment companies 
and the boards of directors or sponsors (in the case 
of unit investment trusts) of such companies in 
complying with the Board’s regulations. 


EFFECTIVE DATE: March 14, 1980. 


FOR FURTHER INFORMATION CONTACT: Kenneth 
S. Gerstein, Special Counsel (202-272-3023), or 
Anthony A. Vertuno, Senior Legal Adviser for 
Disclosure (202-272-2107), with respect to legal 
questions, or Gene A. Gohlke, Senior Financial 
Analyst (202-272-2813), with respect to accounting 
and financial questions, Division of Investment 
Management, Securities and Exchange 
Commission, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: Pursuant to the 
Credit Control Act of 1969 [12 U.S.C. 1901 et seq.], 
as implemented by Executive Order 12201 of the 
President of the United States, the Board of 
Governors of the Federal Reserve System (“Board”) 
has adopted regulations requiring certain registered 
investment companies, including “money market” 
funds and short-term unit investment trusts, to 
maintain special non-interest bearing deposits 
(“special deposits”) with Federal Reserve Banks. 
The Board’s regulations are generally applicable to 
any investment company registered with the 
Commission under the Investment Company Act of 
1940 (the “Act”) [15 U.S.C. 80a-1 et seq.], or any 
series of shares or units of such registered company, 
whose investment portfolio consists primarily of 
securities, deposits or other instruments having 
maturities of 13 months or less. 


As specified in the Board’s regulations [12 CFR 
229.11-.15], and as described in its release 
announcing the adoption of the regulations, 
regulated investment companies subject thereto will 
henceforth each be required (1) to maintain a non- 
interest bearing special deposit with the Federal 
Reserve Bank in the district where such company 
has its principal place of business and (2) to file a 
“base report” and, except with respect to unit 
investment trusts, certain periodic reports with such 
bank. In the case of companies other than unit 
investment trusts, the amount of a company’s 
special deposit will be determined monthly and will 
be equal to 15 percent of the amount by which the 
average of the daily amounts of its “covered credit” 
outstanding during each reporting period exceeds a 
specified “base” amount.! 
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Impact of Credit Controls 


The major potential effect of the Board’s regulations 
on the operations of companies covered by the 
regulations will be a negative effect on the dividends, 
or yields, of such companies. Because of this effect, 
many investment companies may find it appropriate 
to make changes in their policies relating to the sale 
of their securities, portfolio management, or other 
matters. Thus, as discussed in more detail below, 
the Commission believes that it is essential that 





Footnote 1 continued 


The first special deposits pursuant to the Board’s 
regulation generally will be for the reporting period 
ending April 14, 1980, based on a report filed on 
April 21, 1980, and will be required to be made on 
May 1, 1980 [12 CFR 229.14]. Generally, the period 
for which each special deposit must be maintained 
begins on the first Thursday of the first calendar 
month following the reporting period and ends on 
the day prior'to the first Thursday of the following 
calendar month. Unit investment trusts which 
acquire their assets after March 14, 1980, will each 
be required to maintain special deposits equal to 15 
percent of their covered credit beginning on the date 
the trust acquires assets consisting of covered credit 
and ending on the day prior to the final distribution of 
trust assets pursuant to the terms of the trust 
agreement [12 CFR 229.14(b)]. Unit investment 
trusts holding assets as of March 14, 1980, need not 
file reports or maintain special deposits. 


2In view of the fact that all shareholders of “money 
market” funds might ultimately be affected by the 
special deposit requirement, the Commission would 
expect that any disclosures made as a result of the 
requirement will be furnished as promptly as 
possible to existing shareholders. 


3The issues discussed herein are, for the most part, 
addressed from the perspective of their applicability 
to registered, open-end, management investment 
companies investing in short-term debt securities 
which are often referred to herein as “money 
market” funds. However, certain unit investment 
trusts and closed-end management investment 
companies may also be subject to the Board’s 
regulations. This general statement of policy should 
be considered also by such companies to the extent 
relevant. 
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companies subject to the regulations take steps 
immediately to make appropriate disclosure to 
shareholders and prospective investors. 


This general statement of policy is designed to 
apprise registered investment companies 
(including those companies which are not now, but 
may in the future, be subject to the requirements of 
the Board’s regulations), and their directors and 
sponsors (in the case of unit investment trusts), of 
the Commission’s views regarding some of the 
disclosure and compliance responsibilities under 
the federal securities laws which may arise from the 
Board's regulations. The Commission is concerned 
not only that prompt and adequate disclosure be 
made by those registered investment companies 
which must maintain special deposits,” but also that 
the directors, investment advisers, and sponsors of 
such companies promptly consider, and _ if 
appropriate adopt, procedures to enable 
compliance with credit controls without disruption 
of operations or inequitable effects upon 
shareholders or unitholders. 


This general statement of policy is not intended to 
address all of the issues which may arise from the 
Board's regulations, but rather is intended to provide 
general guidance respecting various disclosure 
obligations under the Securities Act of 1933 [15 
U.S.C. 77a et seq.] (“1933 Act’) and various 
regulatory matters under the 1940 Act, which the 
Commission believes should carefully be 
considered by registered investment companies. 
This approach should help to insure that compliance 
with the Board’s regulations can be achieved without 
sacrificing important investor protections afforded 
by the operation of the federal securities laws.’ 


Investment Policies 


The requirement to make the special deposit may 
appear to be inconsistent with the objectives and 
policies of some investment companies that are now 
selling securities pursuant to an effective 1933 Act 
registration statement. However, the Commission 
will not consider the making of the special deposit to 
be prohibited by the stated objectives and policies of 
such companies. On the other hand, issuers whose 
registration statements have not yet become 
effective or who may hereafter file registration 
statements should frame their policies and 
objectives so as to be consistent with the regulations. 


The Commission anticipates that in some cases the 
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boards of directors of “money market” funds may 
decide to modify certain investment policies or 
restrictions for the purpose of adapting such 
companies’ operations: (1) to compensate for or 
otherwise take account of the requirement to make 
special deposits,’ or (2) to avoid the requirement to 
make special deposits.° Before implementing any 
new policies, boards of directors should consider 
whether the adoption of any such revised policies 
are permissible without shareholder vote. 





‘For example, a company might wish to broaden its 
permissible investments to enable the purchase of 
higher yielding types of securities in order to offset 
the effect of the special deposit on its net investment 
income. 


‘For example, directors of a company not now 
subject to the regulations because of the long-term 
maturities of its portfolio securities, but whose 
current policies permit a large enough “defensive” 
investment in short-term securities to bring it within 
the requirement, might choose to limit investment in 
such “defensive” securities. In this connection, it 
should be noted that should an existing investinent 
company which is not now subject to the special 
deposit requirement become subject to it in the 
future, its base amount for purposes of the Board’s 
regulations will be based on its covered credit as of 
March 14, 1980 [12 CFR 229.13]. 


®'The Commission would expect that any company 
which is subject to the special deposit requirement 
and fails to comply therewith, will disclose such facts 
in its prospectus and disclose the possible penalties 
associated with non-compliance with the Board’s 
regulations. 


’See Investment Company Act Release Nos. 5847 
(October 21, 1969), 7720 (June 9, 1972), and 7221 
(June 9, 1972). 


8Consideration should be given to the views 
expressed by the Commission in Investment 
Company Act Release No. 10666 (April 18, 1979), 
respecting the use of “reverse” repurchase 
agreements. 


‘Thus, any form of borrowing from an affiliated 
person of the registered investment company would 
generally be prohibited absent an order of the 
Commission. 

10See n. 1, supra. 
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The Commission believes that, whether or not 
revised policies or the maintenance of the special 
deposit itself conflict with previously disclosed and 
established policies and objectives, prospectus 
disclosure of the special deposit requirements and 
any response thereto is imperative for those 
companies subject to the requirement.® 


In reviewing existing policies in light of the Board’s 
regulations, Companies should also consider the 
Commission’s previously articulated position that it 
is essential for open-end companies to maintain a 
high degree of liquidity to enable them to fulfill their 
obligations to meet redemptions.’ In this regard, the 
necessity for a high degree of liquidity might be of 
particular importance in the case of “money market” 
funds, which typically undertake to satisfy 
redemption requests on the date of receipt. 


Possible Sources of Funds For Special Deposits 


In evaluating alternative means and arrangements 
to generate the funds necessary to make special 
deposits, boards of directors should consider fully: 
(1) the limitations of Section 18 of the 1940 Act [15 
U.S.C. 80a-18] on borrowing by registered 
investment companies and on the issuance of 
“senior securities” by such companies;® (2) any 
applicable investment restrictions upon the 
company’s activities; and (3) the prohibitions of 
Section 17(d) of the 1940 Act [15 U.S.C. 80a-17(d)] 
and Rule 17d-1 thereunder [17 CFR 270.17d-1], 
which, among other things, prohibit any affiliated 
person of a registered investment company from 
participating with the company in any arrangement 
to fund, directly or indirectly, the company’s special 
deposit, unless an order of the Commission 
permitting the arrangement is granted.’ Of course, 
the method of funding the special deposit should be 
disclosed to shareholders and prospective investors. 


Sale of Fund Shares 


Because the special deposit is required only with 
respect to covered credit in excess of the base,!° 
sales of additional shares of a “money market” fund 
having the effect of increasing the amount of 
outstanding covered credit above the base will dilute 
the dividends payable to holders of previously issued 
shares. The extent of such dilution depends upon 
the relative growth of the company subsequent to 
March 14, 1980, the date prescribed for 
determination of the company’s base. Nonetheless, 
continued growth of the company might benefit the 
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company’s investment adviser (or administrator- 
distributor), to the extent that such growth would 
generally increase the fees payable by the company 
to the investment adviser (or its administrator- 
distributor). Accordingly, the Commission believes 
that it is essential that the investment adviser (and 
administrator-distributor, if any) and directors, 
particularly the directors who are not interested 
persons of the company,!! of each “money market” 
fund, consistent with their fiduciary duties under the 
1940 Act, consider immediately: (1) the 
appropriateness of new sales of fund shares which 
would increase covered credit above the base, and 





See Section 2(a)(19) of the 1940 Act [15 U.S.C. 
80a-2(a)(19)] which specifies those persons who 
are interested persons of registered investment 
companies. 


'2For example, the management of a fund might take 
steps to establish a secondary market in the fund’s 
shares. This might make it feasible to suspend sales 
of new shares, while avoiding the possibility that 
redemptions without offsetting sales would cause 
the fund to become so reduced in size that it is no 
longer viable. Any such arrangements, if 
implemented by the fund or if operated by any other 
company or person, should be fully disclosed to all 
shareholders and prospective investors. 


'3See, e.g., Investment Company Act Release Nos. 
9786 (May 31, 1977), 10451 (October 26, 1978), 
and 10824 (August 8, 1979). 


'4One of the Commission’s concerns is that the sale 
of shorter-term securities to fund the special deposit 
might magnify the impact of the unrealized 
depreciation of longer-term securities in a portfolio 
upon a company’s market based net asset value per 
share. In view of the facts that the first special 
deposit will not be required until June 5, 1980, and 
that existing “money market” funds will be required 
to maintain a special deposit only on covered credit 
in excess of their bases, the Commission does not 
anticipate that such companies will experience 
difficulties in satisfying the special deposit 
requirement in a manner consistent with their 
exemptive orders. 


l8Any disclosure of average portfolio maturity 
calculated in this manner should include a 
reference to the fact that the special deposit is being 
treated as a cash item with a maturity of zero days. 
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(2) the appropriateness of implementing various 
arrangements designed to protect the interests of 
shareholders. !4 


Pricing of Shares and Portfolio Valuation 


Many “money market” funds seek to maintain stable 
net asset values per share by utilizing various pricing 
and valuation methods. Two of these methods, 
amortized cost valuation and “penny rounding” 
pricing, may be utilized only by companies that have 
obtained orders of exemption from the Commission, 
pursuant to certain conditions.'’ In effecting 
transitions to enable compliance with the Board’s 
regulations, boards of directors of these companies 
should scrupulously fulfill their undertakings 
imposed as conditions intheir orders to insure: (1) in 
the case of companies utilizing amortized cost 
valuation, that such companies’ net asset values per 
share determined on a market basis do not deviate 
materially from such companies’ $1.00 per share 
prices, and (2) in the case of companies utilizing 
“penny rounding” pricing, that such companies’ 
prices per share not deviate from $1.00.'* 


Another condition imposed by the orders of 
exemption is that companies operating pursuant to 
such orders not maintain dollar weighted average 
portfolio maturities in excess of 120 days. In 
calculating their average portfolio maturities for 
purposes of compliance with the 120 day condition, 
companies should treat special deposits as a cash 
item with zero days remaining to maturity. This 
approach might also be utilized by other companies 
in calculating average portfolio maturity and 
disseminating such information.'° 


The Commission is also concerned that companies 
subject to the special deposit requirement might be 


tempted to engage in particular investment 
strategies to increase their net investment income in 
order to overcome the effect of the special deposit 
upon such companies’ yields, and that companies 
might also seek to utilize various devices and 
valuation techniques to insulate the values of their 
assets from the additional volatility which might 
otherwise be associated with such investment 
strategies. The Commission and its staff intend to 
monitor closely the use of any such devices and 
valuation techniques, and will consider appropriate 
action against companies utilizing artificial or 
mechanical arrangements to stabilize net asset 
values. Such improper devices might include the 
use of prepayment or buy-back arrangements. 
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Disclosure Responsibilities 


Because implementation of the Board’s regulations 
will have a significant impact on the operations of 
any registered investment company that is or 
becomes within the purview of the regulations, the 
Commission believes that it would be materially 
misleading for the securities of any investment 
company to be offered for sale by a prospectus, 
including a Rule 434d [17 CFR 230.434d] 
prospectus, which does not disclose: 


1) The requirement of the Board’s regulations to 
make the special deposit; 


2) Either: 


a) The short and long-term effect of the special 
deposits on yield, assuming the existence of 
conditions requiring such deposits, or 


b) a statement that the investment company will not 
be required to make the special deposit; 


3) In the case of an open-end management 
company, the investment company’s policy with 
respect to the maintenance of a continuous offering 
of its securities and the potential effect of future 
sales on the yield to investors in view of the special 
deposits required by the Board’s regulations; and 


4) Any other material inconsistencies with policies 
or operations as disclosed inthe current prospectus. 


The Commission believes that affected investment 
companies should amend their prospectuses as 
soon as practicable, and would not object to 
amendment of the prospectus by the use of a Rule 
424(c) [17 CFR 230.424(c)] “sticker.” In addition, 
the Commission will not object to use of the current 
prospectus to sell securities during the time 
required to amend the prospectus as herein 
discussed provided that such time is no longer than 
necessary. 


The Commission also will consider it to be materially 


misleading for any prospectus, or any sales 
literature containing yield information, to omit 
disclosure of the effect, if any, of the special deposit 
requirement on a company’s yield (e.g., the effect 
that new sales of shares or accrued interest income 
may have upon future yield to investors). 
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Investment Advisory Fees 


To the extent a “money market” fund’s assets are 
held by a Federal Reserve Bank as a special deposit, 
such assets need not be subject to investment 
supervision by the company’s investment adviser to 
the same degree required with respect to other 
assets of the company. Although the percentage of a 
company’s assets subject to the special deposit 
requirement may be relatively small, the dollar 
amount of the investment advisory fee attributable 
to such assets may be significant. While the 
Commission recognizes that investment advisory 
fees may often compensate an investment adviser 
for services other than investment advice, it 
nevertheless believes that the investment advisers 
and the boards of directors of “money market” 
funds, consistent with their fiduciary responsibilities 
under the Act, should consider the appropriateness 
of adjusting investment advisory fee schedules in 
recognition of the existence of the special deposit 
requirement. In this regard, the implications of the 
special deposit will be most significant to a new 
“money market” fund with a zero base. The 
necessity, in the Commission's view, for adjusting 
fee schedules will depend upon a consideration of all 
relevant facts and circumstances. However, at a 
minimum, the boards of directors of “money 
market” funds should give careful consideration to 
this matter. 


Conclusion 


The Commission has instructed its staff to monitor 
the manner in which companies subject to the 
special deposit requirement address the matters 
discussed herein, and to advise the Commission 
with respect to its findings. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16651/March 14, 1980 


Orders have been issued, effective nunc pro tunc as 
of March 3, 1980, granting applications of the Pacific 
Stock Exchange, Inc. to strike the following 
companies’ common stock from listing and 
registration thereon: HUNGRY TIGER, INC. ($.05 Par 
Value), and TRICO INDUSTRIES, INC. ($.50 Par 
Value). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16652/March 14, 1980 


A notice has been issued giving interested persons 
until April 14, 1980 to comment on Electronics, 
Missiles & Communication, Inc.’s application to 
withdraw its common stock ($.01-2/3 Par Value) 
from listing and registration on the Boston Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16653/March 14, 1980 


An order has been issued granting the application of 
GROW GROUP, INC. requesting withdrawal of its 
common stock ($.10 Par Value) from listing and 
registration on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16654/March 14, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE BRADFORD SECURITIES PROCESSING 
SERVICES, INC. (File No. SR-BSPS-80-3) 


Bradford Securities Processing Services, Inc. 
submitted on February 25, 1980, a proposed rule 
change, pursuant to Rule 19b-4, establishing a 
Balance Order Service for the clearance of 


transactions in municipal and government 
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securities. By netting participants’ delivery and 
receive obligations in each security, the Balance 
Order Service will decrease the number of deliveries 
and receipts of securities that participants are 
required to make. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 24, 1980. Interested persons are invited to 
submit written data, views and arguments 
concerning the submission within twenty-one days 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSPS-80-3. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be 
available for public inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16655/March 14, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE BRADFORD SECURITIES PROCESSING 
SERVICES, INC. (File No. SR-BSPS-77-5, 
Amendment No. 1) 


Bradford Securities Processing Services, Inc. 
(“BSPS”) submitted on February 25, 1980, an 
amendment to SR-BSPS-77-5. The amendment, 
which supercedes and restates SR-BSPS-77-5, 
proposes a comprehensive comparison and 
reporting service for municipal and government 
securities. As initially filed, SR-BSPS-77-5 proposed 
to offer a trade comparison and reporting service for 
all securities transactions. 
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Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 24, 1980. Interested persons are invited to 
submit written data, views and arguments 
concerning the submission within twenty-one days 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSPS-77-5, Amendment No. 1. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be 
available for public inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16656/March 14, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY BOSTON STOCK EXCHANGE, INC. 


File No. SR-BSE-79-4 


The Boston Stock Exchange, Inc. (“BSE”) submitted 
on February 13, 1980,' a proposed rule change 
under Rule 19b-4 to amend Chapter XI, Section 1 of 
the BSE Rules by establishing and defining some of 
the obligations of two classes of alternate specialists. 
Class A alternate specialists would be assigned to 
particular securities, while Class B= alternate 
specialists would function as such in every security 
traded on the BSE. Class A and Class B alternate 
specialists would differ in that Class B alternates 
must establish any long or short positions only onthe 
BSE floor. Alternate specialists of either class would 





This rule filing was amended by Amendment No. 1 
to File No. SR-BSE-79-4 filed with the Commission 
on February 25, 1980. 
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be required to make a bid or offer at a floor broker's 
request, which must either improve the price or the 
depth of the existing quote in the stock to which it 
relates. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 17, 1980. In order to assist the Commission in 
determining whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-BSE-79-4. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 


inspection and copying at the Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





Volume 19, No. 13, April 1; 1980 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16657/March 14, 1980 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY MIDWEST STOCK 
EXCHANGE, INCORPORATED 


File No. SR-MSE 80-1 


The Midwest Stock Exchange, Incorporated, 
submitted, on February 25, 1980, a proposed rule 
change under Rule 19b-4 to provide standards! that 
will govern the assignment and re-assignment of 
securities to MSE specialist units or individual co- 
specialists. The standards require that securities be 
assigned based on demonstrated ability, 
experience, and financial responsibility of the 
specialist unit or individual co-specialist. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (the “Act’). At any time 
within sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate 
such rule change if it appears to the Commission 
that such action is necessary or appropriate in the 
public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the 
Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 17, 1980. Interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSE-80-1. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 





1See new Article XXX, Rule 1.01, of MSE Rules. 


On the MSE, the term “specialist” refers to the 
person who has financial responsibility for a co- 
specialist or a specialist unit. The term “co- 
specialist” refers to the individual or unit that 
operates the limit order book for a security, 
maintains a market as a dealer in a security, and 
performs the other activities generally recognized as 
specialist functions. 
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the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16658/March 14, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC STOCK EXCHANGE, 
INCORPORATED 


File No. SR-PSE-79-14 


The Pacific Stock Exchange, Incorporated (“PSE”) 
submitted on February 29, 1980, a proposed rule 
change under Rule 19b-4 to adopt, as PSE Rule XX, 
detailed rules for conducting disciplinary 
proceedings. 


The proposal would extend the PSE’s disciplinary 
jurisdiction over any PSE member, member 
organization, or any person associated with a 
member or member organization following 
termination of membership or association with a 
member, with respect to matters that occurred prior 
to such termination, provided that the PSE gives 
notice of its inquiry into the matter to the member or 
associated person within one year of such person's 
notice of termination.! The proposed rule change 
would permit the PSE to conduct investigations of 
possible violations upon the receipt of a complaint 
filed by a member or any other person’ and would 
provide for the institution of disciplinary 
proceedings by the issuance of a statement of 
charges specifying the acts alleged to be in 





‘Proposed PSE Rule XX, Section 1. 


2Id., Section 2. 
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violation. A respondent would have an opportunity 
to file an answer to the charges and to request a 
hearing by a panel of the PSE’s Hearing Committee.* 
A decision by the Hearing Committee would be 
subject to review by an Appeals Committee,° and the 
Board of Governors could review a decision of the 
Hearing Committee or the Appeals Committee on its 
own initiative.© A member or associated person 
would be entitled to representation by counsel 
throughout any investigation and in any subsequent 
disciplinary proceeding.’ 


The proposed hearing and review procedures, 
however, would not apply to Floor Citations issued for 
violation of rules, policies, or procedures adopted by 
the PSE where the fines are $500 or less. Floor 
Citations, which are issued summarily, are governed 
by a different set of PSE rules.® 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 17, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-PSE-79-14. 





3Id., Section 3. Proposed Section 6 would permit a 
respondent to submit an offer of settlement. 


‘Id., Section 3, 4. 
‘Id., Section 8(b). 
®Id., Sections 8(c), (d). 
‘Id., Sections 2, 4. 


8/d., Section 10(b).02. See PSE Rule VI, Sections 39, 
84 and PSE Equity Floor Procedure Advice 1-A forthe 
review procedures that apply to Floor Citations. See 
also File No. SR-PSE-79-18, concerning PSE floor 
decorum, which was approved by the Commission 
on January 18, 1980 ((Securities Exchange Act 
Release No. 16515, 19 SEC Docket 366 (February 5, 
1980), 45 FR 5870 (January 24, 1980)). 
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Copies of the submission, all subsequent 
amendmerts, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principle 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16659/March 17, 1980 


NOTICE OF AMENDMENT TO FILING OF PROPOSED 
RULE CHANGE BY NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. 


File No. SR-NASD-77-8 


The National Association of Securities Dealers, Inc. 
(“NASD”) submitted on February 29, 1980 
Amendment No. 1 with respect to a proposed rule 
change previously filed under Rule 19b-4.! The 
proposal would amend Article II! of the NASD’s Rules 
of Fair Practice to include a Section 35, authorizing 
the NASD Board of Governors to adopt rules relating 
to the distribution of direct participation programs 
(programs with flow-through tax consequences) by 
members and associates of members and the 
sponsorship of such programs by members and 
affiliates of members. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 





‘Notice of the initial filing of the proposed rule 
change was given by publication of a Commission 
release (Securities Exchange Act Release No. 
13753, July 15, 1977) and by publication in the 
Federal Register (42 FR 37461, July 21, 1977). 
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March 17, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NASD-77-8. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16660/March 17, 1980 


NOTICE OF FILING OR AMENDMENT TO A 
PROPOSED RULE CHANGE BY THE NATIONAL 
ASSOCIATION OF SECURITIES DEALERS, INC. 


File No. SR-NASD-79-16 





1Notice of filing of the proposed rule change was 
given by publication of a Commission release 
(Securities Exchange Act Release No. 16460, 
December 31, 1979) and by publication in the 
Federal Register (45 FR 1954, January 9, 1980). 
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The National Association of Securities Dealers, Inc. 
(“NASD”) submitted on March 6, 1980, 
amendments to proposed rule changes previously 
filed under Rule 19b-4 in response to certain 
recommendations of the Commission’s Special 
Study of the Options Markets.! 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 24, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NASD-79-16. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16661/March 17, 1980 


In the Matter of 


MISSOURI ACCELERATION CORPORATION 
File No. 528 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has 
issued an order granting the application of Missouri 
Acceleration Corporation (“Applicant”) pursuant to 
Section 12(h) of the Securities Exchange Act of 1934 
(the “1934 Act’) for an exemption from the reporting 
requirements of Sections 13 and 15(d) of the 1934 
Act. 


It appeared to the Commission that the granting of 
the requested exemption would not be inconsistent 
with the public interest or protection of investors 
because the securities issued that subjected the 
Company to the reporting provisions of the 1934 Act 
were owned by fewer than 300 shareholders on 
January 1, 1977. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16662/March 17, 1980 


WENTWORTH MANUFACTURING COMPANY 
File No. 81-597 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has 
issued an order granting the application of 
Wentworth Manufacturing Company, a Delaware 
corporation, pursuant to Section 12(h) of the 
Securities Exchange Act of 1934, for an exemption 
from the reporting requirements of Sections 13 and 
15(d) of that Act. 


The matter having been considered, it is found that 
the requested exemption is appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the 1934 Act. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16663/March 17, 1980 


File No. 81-580 
In the Matter of 
HYCEL, INC. 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has 
issued an order granting the application of Hycel, 
Inc. (“Applicant”) pursuant to Section 12(h) of the 
Securities Exchange Act of 1934 (the “1934 Act”) for 
an exemption from the reporting requirements of 
Sections 13 and 15(d) of the 1934 Act. 


It appeared to the Commission that the granting of 
the requested exemption would not be inconsistent 
with the public interest or protection of investors 
because the Applicant has become privately owned 
by Boehringer Mannheim GmbH and is wholly- 
owned subsidiary of Boehringer Mannheim 
Corporation. There exists neither public investors 
nor any public trading market for Hycel securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16664/March 17, 1980 


In the Matter of 


ECONETICS, INC. 
File No. 81-579 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has 
issued an order exempting Econetics, Inc. 
(“Applicant”) from certain of the reporting 
requirements under Sections 13 and 15(d) of the 
1934 Act, specifically, the requirement to file 
quarterly reports on Form 10-Q, and the requirement 
to file quarterly reports on Form 10-Q, and the 
requirement to include audited financial statements 
in its annual reports on Form 10-K. 


It appears to the Commission that the exemption is 
not inconsistent with the public interest or the 
protection of investors. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16665/March 17, 1980 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY MIDWEST STOCK 
EXCHANGE, INC. 


File No. SR-MSE-80-2 


The Midwest Stock Exchange, Inc. (“MSE”) 
submitted, on March 5, 1980, a proposed rule 
change under Rule 19b-4 that would amend its rules 
to assign to the Chairman the duties and 
responsibilities of the Office of the Chief Executive, 
previously assigned to the President, and to make 
certain minor changes concerning the Vice 
Chairman's role as Chairman of the Executive 
Committee. 


The proposed changes are necessary in order to 
make the by-laws consistent with the recent 
amendment tothe MSE constitution in January 1980 
to, among other things, designate the Chairman of 
the Board of Governors as the Chief Executive Officer 
of the exchange, a full-time paid position, and 
redesignate the President as the MSE’s Chief 
Operating Officer.! The proposed rule change would 
amend Article |, Rules 11, 14, 15 and 16; Article ll, 
Rule 11; Article lll, Rule 11; Article IV, Rules 1 and 9; 
Article V, Rule 2; Article VI, Rules 1, 2 and 9; Article 
Vil, Rules 1, 2 and 4; Article XI, Rules 3 and 9; Article 
XII, Rules 1,2, 3,4, 5 and 7; Article XIV, Rules 10, 11 
and 13; Article XXII, Rule 2; Article XXVIII, Rules 2, 3, 
and 4; Article XXX, Rules 1, 4, 7 and 8; and, Article 
XXXI, Rules 12 and 15 of its by-laws. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (“Act”). At any time within 
sixty days of the filing of such proposed rule change, 
the Commission may summarily abrogate such rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise 
in furtherance of the purposes of the Securities 
Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 17, 1980. Interested persons are invited to 
submit written data, views and arguments 
concerning the submissions within 21 days from the 





‘Securities Exchange Release No. 16468 (January 4, 
1980) (SR-MSE-79-25). 


Volume 19, No. 13, April 1, 1980 


date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSE-80-2. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16666/March 17, 1980 


Administrative Proceeding File No. 3-5891 
In the Matter of 
DAVID R. CRAIG 


ORDER INSTITUTING PROCEEDINGS AND 
IMPOSING REMEDIAL SANCTIONS 


In anticipation of these administrative proceedings, 
David R. Craig (“Craig”), a securities salesman of a 
registered broker-dealer, has submitted an offer of 
settlement which the Commission has determined 
to accept. Solely for the purpose of these 
proceedings and any other proceedings pursuant to 
Sections 15(b), 15A and 19(a) of the Securities 
Exchange Act of 1934 and without admitting or 
denying the allegations against him, Craig consents 
to the findings and sanctions set forth below. 


Accordingly, IT IS ORDERED that, proceedings 
pursuant to Section 15(b)(6) and 19(h) of the 
Securities Exchange Act of 1934 be, and they hereby 
are, instituted. 


SEC DOCKET/919 





On the basis of the order for proceedings and the 
offer of settlement, it is found that during the period 
from April 1, 1978 to July 31, 1978 Craig wilfully 
violated Sections 5(a), 5(c) and 17(a) of the 
Securities Act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
promulgated thereunder in that he directly or 
indirectly made use of the means and instruments of 
transportation and communication in interstate 
commerce and of the mails to offer, to sell, and 
deliver after sale, shares of the common stock of 
Weenie Machine International, Inc. (“WMI”) when no 
registration statement had been filed or was in effect 
as to said securities under the Securities Act of 
1933; and that he directly and indirectly, in offering, 
selling, effecting transactions in, and distributing 
said securities, employed devices, schemes and 
artifices to defraud, made untrue statements of 
material facts and omitted to state material facts 
necessary, in order to make the statements made, in 
the light of the circumstances under which they were 
made, not misleading, and engaged in acts, 
transactions, practices and a course of business 
which would and did operate as a fraud and deceit 
upon certain persons. As part of the aforesaid 
conduct and activities Craig would and did make 
untrue statements of material facts and omit to state 
material facts concerning, among other things: 


(a) The investment quality and the anticipated 
market for shares of WMI; 

(b) the prospects of WMI; 

(c) the number of investors in WMI stock; 


(d) the adequacy and accuracy of information then 
available regarding WMI; 


(e) the existence of a temporary suspension order 
and underlying cause therefore; and 


(f) the quality of the assets of WMI. 
In view of the foregoing, it is inthe public interest to 


impose the sanctions specified in the offer of 
settlement. 


Accordingly, IT IS ORDERED that, Craig be, and he 


hereby is, suspended from being associated with a 
broker or dealer for a period of three (3) months 


920/SEC DOCKET 


effective at the opening of business on the second 
Monday following the date of this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16667/March 17, 1980 


NOTICE OF FILING OF AMENDMENTS TO 
PROPOSED RULE CHANGE BY PACIFIC STOCK 
EXCHANGE, INCORPORATED 


File No. SR-PSE-79-13 


The Pacific Stock Exchange, Incorporated (“PSE”) 
submitted on March 5, 1980, amendments to 
proposed rule changes previously filed under Rule 
19b-4 in response to certain recommendations of 
the Commission's Special Study of the Options 
Markets.! 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 24, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 


change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-PSE-79-13. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 





‘Notice of filing of the proposed rule change was 
given by publication of a Commission release 
(Securities Exchange Act Release No. 16234, 
October 2, 1979) and by publication in the Federal 
Register (44 FR 57543, October 5, 1979). 
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Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16668/March 17, 1980 


In the Matter of 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, PA 19103 


(SR-PHLX-79-11) 
ORDER APPROVING PROPOSED RULE CHANGE 


On January 24, 1980, the Philadelphia Stock 
Exchange, Inc. (“PHLX”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change which would rescind By-Law Sections 
18-15 and 18-21 which provide for summary 
disciplinary proceedings and prohibit 
representation by counsel at PHLX disciplinary 
proceedings, respectively, and would amend By-Law 
Section 18-14, to provide that, in responding to 
disciplinary charges, a member has the right to be 
represented by counsel. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Release No. 34-16553, Feb. 4, 
1980) and publication in the Federal Register (45 FR 
9424, Feb. 12, 1980). No comments were received 
with respect to the proposed rule filing. 


The Commission finds that the proposed rule 
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change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges and in 
particular, the requirements of Section 6(b)(7) and 
6(d) relating to national securities exchange 
disciplinary proceedings. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16669/March 17, 1980 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, NY 10006 


(SR-AMEX-80-4) 
ORDER APPROVING PROPOSED RULE CHANGE 


On February 25, 1980, the American Stock 
Exchange, Inc. (“Amex”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change which amends Rule 184(a) to remove 
the restrictions on the number of clerks an Amex 
specialist or specialist unit may employ and 
authorizes specialists to employ whatever number of 
clerks the Amex regards as reasonable in view of the 
anticipated volume in the specialists’ registered 
securities. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act No. 34-16620 (Feb. 27, 
1980), 19 SEC Docket 761 (March 11, 1980)) and by 
publication in the Federal Register (45 FR 14729 
(March 6, 1980)). No comments were received with 
respect to the proposed rule filing. 
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The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to a national securities exchange and in 
particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16670/March 17, 1980 


In the Matter of 


CINCINNATI STOCK EXCHANGE 
209 Dixie Terminal Building 
Cincinnati, Ohio 45202 


(SR-CSE-80-2) 
ORDER APPROVING PROPOSED RULE CHANGE 


On February 5, 1980, the Cincinnati Stock Exchange 
(“CSE”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (“Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
applies the Uniform Code of Arbitration (“Code”) to 
disputes between members of that Exchange, allied 
members, and/or member organizations as well as 
to disputes involving investors. ! 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by issuance of a Commission Release 
(Securities Exchange Act Release No. 34-16608 
(Feb. 25, 1980), 19 SEC Docket 760 (March 11, 





'On January 8, 1980, the CSE adopted the Code with 
respect to disputes involving investors. See 
Securities Exchange Act Release No. 16472, 19 SEC 
Docket 148 (January 22, 1980), 45 FR 2722 
(January 14, 1980). 
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1980)) and by publication in the Federal Register 
(45 FR 13857 (March 3, 1980)). No comments were 
received with respect to the proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to a national securities exchange and in 
particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16671/March 17, 1980 


In the Matter of 


BOSTON STOCK EXCHANGE, INCORPORATED 
53 State Street 
Boston, MA 02109 


(SR-BSE-80-1) 
ORDER APPROVING PROPOSED RULE CHANGE 


On February 13, 1980, the Boston Stock Exchange, 
Incorporated (“BSE”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change which adopts a set of rules that would 
conform its rules on arbitration! to the Uniform Code 
of Arbitration (“Code”)? which was drafted by the 





1For the BSE’s former arbitration rules, see BSE 
Constitution, Article IX. BSE Manual (CCH) paras. 
1201-1203), at pages 1060-1061. 


“The Code was published on December 28, 1979, as 
the Second Report of the Securities Industry 
Conference on Arbitration to the Securities and 
Exchange Commission. 
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Securities Industry Conference on Arbitration 
(“SICA”)? and which provides arbitration procedures 
for the settlement of disputes arising between 
Customers and broker-dealers. The proposal 
deletes or amends the existing BSE arbitration rules 
and adopts the entire Code as new Article XXXII of 
the Rules of the BSE Board of Governors. The 
proposal incorporates the simplified arbitration 
procedures that were drafted by the SICA regarding 
small claims not exceeding $2500.‘ Additionally, the 
new arbitration rules will apply to claims between 
BSE members as well as to claims against members 
raised by customers and non-members.° 


The purpose of this proposal is to provide investors 
with a simple and inexpensive procedure for 
resolution of their controversies with broker-dealers 
who are members of the BSE. Further, the proposal 
anticipates that the Code will be adopted by other 
self-regulatory organizations thereby providing a 
uniform system of arbitration throughout the 
securities industry.® 


Notice of the proposed rule change together with the 


terms of substance of the proposed rule change was 
given by issuance of a Commission Release 


(Securities Exchange Act Release No. 16610 (Feb. 
27, 1980), and by publication in the Federal Register 
45 FR 14729 (March 6, 1980). No comments were 
received with respect to the proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to securities exchanges and, in 
particular, the requirements of Section 6(b)(5) of the 
Act that the rules of an exchange be designed to 
promote just and equitable principles of trade.’ 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








‘The SICA was organized on April 5, 1977, pursuant 
to the Commission's stated position that there was a 
need to implement a nationwide investor dispute 
resolution system. See Securities Exchange Act 
Release No. 12528 (June 9, 1976), 9 SEC Docket 
833 (June 23, 1976), 41 FR 23803 (June 11, 1976); 
Securities Exchange Act Release No. 13470 (April 
26, 1977), 12 SEC Docket 186 (May 10, 1977), 42 FR 
23892 (May 11, 1977). 


The SIC members consist of: the American Stock 
Exchange, Inc.; the Boston Stock Exchange, 
Incorporated; the Chicago Soard Options Exchange, 
Incorporated; the Cincinnati Stock Exchange; the 
Midwest Stock Exchange, Incorporated; the 
Municipal Securities Rulemaking Board; the 
National Association of Securities Dealers, Inc.; the 
New York Stock Exchange, Inc.; the Pacific Stock 
Exchange, Incorporated; the Philadelphia Stock 
Exchange, Inc., as well as the Securities Industry 
Association and three public representatives. 


4See (new) Rules of the BSE Board of Governors, 
Chapter XXXII, Section 2. 


5See (new) Article IX, Section 3(a) of the BSE 
Constitution and (new) Chapter XXXII, Section 32, of 
the Rules of the BSE Board of Governors. 

‘The Code has already been adopted by: the New 
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York Stock Exchange, Inc. ((Securities Exchange Act 
Release No. 16290 (November 30, 1979), 18 SEC 
Docket 1197 (December 18, 1979)); the Cincinnati 
Stock Exchange (Release No. 16472 (January 22, 
1980), 45 FR 2722 (January 14, 1980)); the 
American Stock Exchange, Inc. (Release No. 16502 
(January 16, 1980), 19 SEC Docket 326 (Jan. 29, 
1980), 45 FR 5863 (January 24, 1980)); the Midwest 
Stock Exchange, Incorporated (Release No. 16503 
(January 16, 1980), 19 SEC Docket 327 (January 29, 
1980), 45 FR 5860 (January 24, 1980)); the 
Municipal Securities Rulemaking Board (Release 
No. 16606 (February 13, 1980), 19 SEC Docket 573 
(February 26, 1980), 45 FR 11291 (February 20, 
1980)); and the Chicago Board Options Exchange, 
Incorporated (Release No. 16606 (February 25, 
1980), 19 SEC Docket 759 (March 11, 1980), 45 FR 
15352 (March 10, 1980)). 


The Commission emphasizes, 
notwithstanding the proposed rule change, 
arbitration clauses contained in customers’ 
agreements that purport to bind customers to 
arbitrate all future disputes raising claims under the 
federal securities laws cannot be enforced against 
those customers who choose to obtain a judicial 
determination of such claims. See Securities 
Exchange Act Release No. 15984 (July 2, 1979), 17 
SEC Docket 1167 (July 17, 1979), 44 FR 40462 (July 
10, 1979). 


however, that 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16672/March 17, 1980 


In the Matter of 


CINCINNATI STOCK EXCHANGE 
209 Dixie Terminal Building 
Cincinnati, Ohio 45202 


(SR-CSE-80-1) 
ORDER APPROVING PROPOSED RULE CHANGE 


On February 5, 1980, the Cincinnati Stock Exchange 
(“CSE”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (“Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
makes a security's ex-dividend date the day following 
its payable date with respect to stock splits and stock 
dividends that are 25% or greater, except for a 
security whose primary market is on another 
exchange that has a different rule or where the CSE 
Board of Trustees provides otherwise. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by issuance of a Commission Release 
(Securities Exchange Act Release No. 34-16512 
(Feb. 11, 1980), 19 SEC Docket 332 (Jan. 29, 1980)) 
and by publication in the Federal Register (45 FR 
10496, (Feb. 11, 1980)). No comments were 
received with respect to the proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to a national securities exchange, and in 
particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16673/March 17, 1980 


An order has been issued granting the application of 
STUDEBAKER-WORTHINGTON, INC. requesting 
withdrawal of its 9.35% Sinking Fund Debentures 
due November 15, 2003 from listing and registration 
on the New York Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16674/March 17, 1980 


An order has been issued granting the application of 
the American Stock Exchange, Inc. to strike the 
common stock ($.10 Par Value) of E.T. BARWICK 
INDUSTRIES, INC. from listing and registration 
thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16675/March 18, 1980 


In the Matter of 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Plaza 
Philadelphia, PA 19103 


(SR-Phix- 79-10) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 14, 1980, the Philadelphia Stock 
Exchange, Inc. (“PhIx”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change which sets forth detailed listing and 
delisting standards for securities listed or admitted 
to trading on the Phix. The standards would not be 
mandatory but would be considered by the 
Exchange in judging the qualifications of each 
applicant. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-16505 
(Jan. 16, 1980), 19 SEC Docket 329 (Jan. 29, 1980)) 
and by publication in the Federal Register (45 FR 


Volume 19, No. 13, April 1, 1980 





5861, (Jan. 24, 1980). No comments were received 
with respect to the proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to a national securities exchange, and in 
particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16676/March 18, 1980 


NOTICE OF FILING OF AMENDMENTS TO 
PROPOSED RULE CHANGE BY THE NEW YORK 
STOCK EXCHANGE, INC. 


(File No. SR-NYSE-79-45) 


The New York Stock Exchange, Inc. (“NYSE”) 
submitted on March 10, 1980, amendments to a 
proposed rule change previously filed under Rule 
19b-4 in response to certain recommendations of 
the Commission’s Special Study of the Options 
Markets. ! 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 24, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 





‘Notice of filing of the proposed rule change was 
given by publication of a Commission release 
(Securities Exchange Act Release No. 16359, 
November 21, 1979) and by publication in the 
Federal Register (44 FR 69388, December 3, 1979). 
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date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NYSE-79-45. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16677/March 18, 1980 


A notice has been issued giving interested persons 
until April 18, 1980 to comment on the Boston Stock 
Exchange’s application for unlisted trading 
privileges in the common stock ($.01-2/3 Par Value) 
of ELECTRONICS, MISSILES, & COMMUNICATIONS, 
INC. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16678/March 18, 1980 


In the Matter of Application of the 
BOSTON STOCK EXCHANGE, INC. 


FOR UNLISTED TRADING PRIVILEGES 
SECURITIES EXCHANGE ACT OF 1934 


NOTICE OF APPLICATION FOR UNLISTED TRADING 
PRIVILEGES 


The Boston Stock Exchange, Inc. (“BSE”) has filed 
an application with the Commission pursuant to 
Section 12(f)(1)(C) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following security: 


Electronics, Missiles & Communications, Inc. 
Common Stock, $.01-2/3 Par Value (File No. 7- 
5503). 


The common stock of Electronics, Missiles & 
Communications, Inc. (the “Company”) has been 
listed solely on the Boston Stock Exchange, Inc. 
(“BSE”) since February 3, 1973. The Company has, 


however, filed an application to withdraw from listing 
and registration on the BSE, which application is 
pending before the Commission.! The BSE has 
asked that the Commission defer consideration of 
the delisting application until it has taken action with 
respect to the instant application for unlisted trading 
privileges.? 


Interested persons are invited to submit on or before 
April 18, 1980, written data, views and arguments 
concerning the above-referenced application for 
unlisted trading privileges. Persons desiring to make 
written comments should file three copies thereof 
with the Secretary of the Securities and Exchange 
Commission, Washington, D.C. 20549. 


Following this opportunity for hearing, the 
Commissioin will approve the application if it finds, 





‘Notice of the filing of such application was given in 
Securities Exchange Act Release No. 16652 (March 
14, 1980). 


“Letter from Walter E. Cummings, Secretary of the 
BSE to Sally Hamrick of the Commission's staff 
(March 3, 1980). 
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based upon all the information available to it, that 
the extension of unlisted trading privileges pursuant 
to such application is consistent with the 
maintenance of fair and orderly markets and the 
protection of investors. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16679/March 19, 1980 


REPORT OF INVESTIGATION IN THE MATTER OF 
INVESTMENT INFORMATION, INC. RELATING TO 
THE ACTIVITIES OF CERTAIN INVESTMENT 
ADVISERS, BANKS, AND BROKER-DEALERS 


|. Introduction 


As the result of a private investigation In the Matter of 
Investment Information, Inc. (“III"), the Commission 
deems it appropriate that this public report of 
investigation (“Report”) be made pursuant to 
Section 21(a) of the Securities Exchange Act of 1934 
(“Exchange Act”) with respect to the activities of 
certain investment advisers, banks, and broker- 
dealers that did business with III. The investigation 
on which this Report is based was in no sense an 
adjudicatory or disciplinary proceeding and no 
hearing has been conducted by the Commission, nor 
does this Report make any finding or determination 
with respect to the liabilities of any person. The 
individuals and entities named herein have 
consented to the issuance of this Report without 
admitting or denying the statements or conclusions 
contained herein.! In addition, they have undertaken 
to effect certain remedial actions which are 
described below. 





‘Simultaneously with the issuance of this Report, the 
Commission filed a civil injunctive action in the 
United States District Court for the District of 
Columbia against Ill and Frederick P. Oman 
(“Oman”), its chief executive officer and majority 
stockholder. Ill and Oman, without admitting or 
denying the allegations in the Commission’s 
Complaint, consented to the entry of Judgments of 
Permanent Injunction. 
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In issuing this Report, the Commission addresses 
certain practices by which fiduciary money 
managers have obtained goods and services with 
brokerage commissions (‘soft dollars”) paid from 
client accounts. In particular, the Report focuses 
upon an arrangement established by III which 
enabled money managers to acquire goods and 
services by executing trades for their clients through 
brokers participating in the Ill arrangement. The 
participating brokers remitted 50%? of the 
commissions on suchtrades to II!, which in turn paid 
for goods and services independently purchased by 
the money managers. The Report expresses the 
Commission’s belief that the Ill and similar 
arrangements established by others in claimed 
reliance upon Section 28(e) of the Exchange Act 
(“Section 28(e)”)? do not fall within the exemptive 
provisions of that section. 


Il. Background: III Activities Prior to May 1975 


Ill, which was founded by Oman in 1969, originally 
engaged in the sale of goods and services to money 
managers and broker-dealers. Ill sold these 
products as a representative of the manufacturer or 
publisher, and did not assist in their preparation or 
selection. While most sales were for cash, III also 
offered to a limited number of money managers the 
option of paying for the goods and services with 
brokerage commissions on trades executed for their 
clients. A money manager who elected this option 
directed such brokerage transactions to a single 
registered broker-dealer, designated by III, whothen 
paid for the services selected and rebated a portion 
of the commissions to III. 


In August 1970, the arrangement between III and 
the broker-dealer referred to above was terminated. 
Ill then entered into an arrangement with 
approximately ten brokers that enabled it to 
continue offering a method by which money 
managers could obtain goods and services with 
commission dollars. Under this arrangement, a 
money manager could receive credit towards the 
purchase of goods and services by directing 
transactions on behalf of his clients to any of the 
brokers designated by II. The broker receiving such 
orders was then obligated to purchase from III an 
amount of goods and services which provided III 
with revenues, in excess of III’s cost, equal to 50% of 
the commissions received by the broker.’ Ill used 
from 66 to 80% of the excess amount to pay for the 
goods and services ordered by the money manager 
who directed the transaction. 
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Ill. The Ill Arrangement After May 1975 


With the abolition of fixed commission rates and 
exchange anti-rebate rules in May 1975, II| modified 
the “soft dollar’ arrangement, which by that time 
accounted for 90% of its revenues. Under the revised 
arrangement, money managers who did business 
with participating brokers could either acquire 
goods and services with brokerage commissions or 





2In some instances the amount remitted was less 
than 50% of the commission. 


"Section 28(e)(1) states, in part, that: 


No person using the mails or any means or 
instrumentality of interstate commerce, in the 
exercise of investment discretion with respect to an 
account shall be deemed to have acted unlawfully or 
to have breached a fiduciary duty under State or 
Federal law unless expressly provided to the 
contrary by a law enacted by the Congress or any 
State subsequent to the date of enactment of the 
Securities Acts Amendments in [sic] 1975 solely by 
reason of his having caused the account to pay a 
member of an exchange, broker, or dealer an 
amount of commission for effecting a securities 
transaction in excess of the amount of commission 
another member of an exchange, broker, or dealer 
would have charged for effecting that transaction, if 
such person determined in good faith that such 
amount of commission was reasonable in relation to 
the value of the brokerage and research services 
provided by such member, broker, or dealer, viewed 
in terms of either that particular transaction or his 
overall responsibilities with respect to the accounts 
as to which he exercises investment discretion. 


‘Most of the brokers satisfied this obligation by 
purchasing subscriptions to and advertisements 
in RESEARCH Magazine, a trade directory which 


listed institutional sources of information 
concerning approximately 1,500 issuers of 
securities. RESEARCH Magazine, which was 
published quarterly by Ill at a nominal cost, was 
discontinued in May 1975. 
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recapture in cash a portion of the brokerage 
commissions for the benefit of their clients.® 


The revised arrangement was similar to its 
predecessor in that a money manager directly 
contacted a participating broker to place an order 
and to negotiate the commission without any 
participation by Ill and generally without any 
solicitation by the broker. The broker retained 50% 
of each commission and remitted the remaining 
50% to IIl.° Of the portion remitted by the broker, III 
retained 20 to 34% as its fee and credited the 
remaining 66-80% to the money manager’s account. 
The money manager could either recapture in cash 
the funds credited to his account, resulting in a 
return of 33 to 40% of each commission dollar to the 
person for whose benefit the trade had been made, 
or use the credit to purchase goods and services. 


A money manager who chose the latter option 
selected the goods and services that he wished to 





‘The money managers and brokers whose activities 


are described in this Report testified that they were ~ 


not aware that Ill offered the alternative of cash 
payments. Oman, however, testified that he 
generally informed money managers of the cash 
option, and that he would have paid cash whenever 
requested to do so provided the cash was given to the 
beneficial owner of the securities. Although it should 
have been apparent that there was no legal 
impediment to the recapture of cash for the 
beneficial owners of the securities, the money 
managers whose activities are discussed herein did 
not request that cash be returned. 


Ill mailed to each broker a monthly invoice which 
stated that it was for “services provided” by III to 
money managers on behalf of the broker. In fact, the 
amount billed to the broker was simply equal to 50% 
of the commissions received by the broker from 
money managers as part of the III arrangement. 


The acquisition of goods and services by a money 


manager could either precede or follow the 
placement of brokerage transactions with 
participating brokers. Thus, a money manager's 
account with Ill could have either a positive or a 
negative balance. 


‘Andrecom also participated in three other 
arrangements in which brokers receiving brokerage 
commissions paid invoices for approximately 
$200,000 in goods and services acquired by 
Andrecom. 
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acquire and placed an order directly with the 
supplier. Upon receipt of an invoice from the 
supplier, the money manager directed it to Ill for 
payment. The money manager thereafter had the 
option of reimbursing III directly with his own funds 
or indirectly with brokerage commissions.’ 


As indicated above, the role of a broker who 
participated in the Ill arrangement was limited to 
executing the transaction placed by a participating 
money manager and remitting 50% of the 
commission to Ill. The participating brokers did not 
select the goods and services acquired by the money 
managers. In fact, the participating brokers 
generally were not aware of the specific goods and 
services actually purchased through III by their 
money manager customers. 


The staff's investigation has revealed that brokerage 
commissions aggregating more than $11,500,000 
were paid to brokers, including those brokers whose 
activities are discussed herein, between January 
1973 and June 1978. Approximately 33% to 40% of 
that amount was ultimately returned to money 
managers in the form of goods and services. The 
total amount includes commissions generated with 
respect to non-fiduciary accounts (which are not a 
subject of this Report) as well as those generated 
from fiduciary accounts. The amount of 
commissions received by participating brokers 
varied considerably. 


IV. Participating Money Managers 


During the course of its investigation, the staff 
examined the participation of, among others, the 
following money managers in the III arrangement: 


Andrecom Advisers Corporation (“Andrecom’”), a 
registered investment adviser located in Deerfield, 
Illinois, Commenced its participation in the III 
arrangement in June 1976. Andrecom acquired 
goods and services worth approximately $14,000 as 
a result of its participation in the Ill arrangement. 
Andrecom has undertaken to make restitution of 
$84,000 to its clients, in connection with the II| and 
other “soft dollar” arrangements,® and to refrain 
from soliciting or accepting any new advisory clients 
for a period of 45 days. 


Investment & Capital Management, Inc. (“ICM”), a 
registered investment adviser located in Chicago, 
Illinois, Commenced its participation in the Ill 
arrangement in September 1975 and thereby 
acquired goods and services worth approximately 


Volume 19, No. 13, April 1, 1980 





$11,000. ICM has undertaken to make restitution of 
$13,300 to its clients, in connection with the III and 
other “soft dollar” arrangements,’ and to refrain 
from soliciting or accepting any new advisory clients 
for a period of 45 days. 


John H. Lee & Co. (“Lee”), a registered investment 
adviser located in Houston, Texas, commenced its 
participation in the III arrangement in January 1975 
and thereby acquired goods and services worth 
approximately $6,266. Lee has undertaken to make 
restitution of $6,266 to its clients and to refrain from 
soliciting or accepting any new advisory clients for a 
period of 45 days. 


Norris Perne & French (“NPF”), a registered 
investment adviser located in Grand Rapids, 
Michigan, commenced its participation in the III 
arrangement in November 1975 and thereby 
acquired goods and services worth approximately 
$24,000. NPF has undertaken to make restitution of 
$15,000 to its clients and to refrain from soliciting or 
accepting any new advisory clients for a period of 45 
days. 


John Edison Sloane, Inc. (“Sloane”), a registered 
investment adviser located in Westfield, New Jersey, 
commenced its participation in the II! arrangement 
in August 1974 and thereby acquired goods and 
services worth approximately $7,800. Sloane has 
undertaken to offer restitution of $7,800 to its clients 
and to refrain from soliciting or accepting any new 
advisory clients for a period of 45 days. 


Daniel H. Renberg & Associates, Inc. (“Renberg”), a 
registered investment adviser located in Los 





9ICM also participated in two other arrangements in 
which brokers that received brokerage commissions 
paid invoices for approximately $22,500 in goods 
and services acquired by ICM. 


10Towneley also participated in another soft dollar 
arrangement under which it acquired goods and 
services worth approximately $65,000. Pursuant to 
this arrangement, Towneley executed transactions 
for managed accounts through a broker, not one of 
the brokers named herein, who credited 40% of the 
commissions to a segregated bank account in the 
name of the broker for the benefit of Towneley. 
Towneley then submitted invoices to the broker for 
services which it had purchased, and the broker 
authorized payment of those invoices from the bank 
account. 
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Angeles, California, commenced its participation in 
the Ill arrangement in December 1971 and thereby 
acquired goods and services worth approximately 
$6,600. Renberg has undertaken to make restitution 
of $6,600 to its clients and to refrain from soliciting 
or accepting any new advisory clients for a period of 
45 days. 


Towneley Capital Management, Inc. (‘‘Towneley”), a 
registered investment adviser located in New York, 
New York, commenced its participation in the III 
arrangement in 1974 and thereby acquired goods 
and services worth approximately $120,000. 
Towneley has undertaken to make restitution of 
$75,000 to its clients, in connection with the III and 
other “soft dollar” arrangements,'° and to refrain 
from soliciting or accepting any new advisory clients 
for a period of 45 days. 


Beverly Bank (“Beverly”), a state chartered bank 
located in Chicago, Illinois, commenced its 
participation in the Ill arrangement in August 1976 
and thereby acquired goods and services worth 
approximately $16,600. Beverly has undertaken to 
make restitution of $16,600 to its clients, to review 
existing procedures concerning its use of brokerage 
commissions paid by clients, and, if necessary, to 
implement and maintain new procedures designed 
to ensure compliance with the federal securities 
laws. 


Eagle Management & Trust Co. (“Eagle”), a state 
chartered trust company located in Houston, Texas, 
commenced its participation in the III arrangement 
in December 1974 and thereby acquired goods and 
services worth approximately $35,300. Eagle has 
undertaken to make restitution of $28,730 to its 
clients, to review existing procedures concerning its 
use of brokerage commissions paid by clients, and, 
if necessary, to implement and maintain new 
procedures designed to ensure compliance with the 
federal securities laws. 


First National Bank in Grand Junction (“FNBGJ”) 
commenced its participation in the Ill arrangement 
in June 1974 and thereby acquired services worth 
approximately $45,000. FNBGJ has undertaken to 
make restitution of $45,000 to its clients, to review 
existing procedures concerning its use of brokerage 
commissions paid by clients, and, if necessary, to 
implement and maintain new procedures designed 
to ensure compliance with the federal securities 
laws. 


First National Bank & Trust Company of Oklahoma 
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City (“FNBOkla”) commenced its participation inthe 
lll arrangement in January 1979 and thereby 
acquired goods and services worth approximately 
$32,581. FNBOkla has undertaken to make 
restitution of $32,581 to its clients, to review existing 
procedures concerning its use of brokerage 
commissions paid by clients, and, if necessary, to 
implement and maintain new procedures designed 
to ensure compliance with the federal securities 
laws. 


Maryland National Bank (“MNB”), located in 
Baltimore, Maryland, commenced its participation 
in the III arrangement in January 1976 and thereby 
acquired goods and services worth approximately 
$24,000. MNB has undertaken to make restitution of 
$50,000 to its clients in connection with the Ill and 





NMNB_ participated in two other soft dollar 
arrangements which were similar to the Ill 
arrangement except that MNB submitted the 


invoices for goods and services acquired to the - 


executing broker-dealers, who made payment in 
return for trust department brokerage transactions. 
MNB acquired goods and services worth 
approximately $26,000 as aresult of its participation 
in such arrangements. 


121m addition to participating inthe arrangement with 
lll, Jefferies commenced a soft dollar business of its 
own during 1974. All arrangements for acquiring the 
services were made by the money managers and the 
vendors of the services. The money managers 
independently selected and ordered goods and 
services and forwarded the suppliers’ invoices to 
Jefferies for payment. Jefferies personnel testified 
that commissions negotiated with clients who 
participated in this arrangement were comparable 
to commissions negotiated with other clients, and 
that Jefferies relied on the advice of its outside 
securities counsel with respect to its arrangement 
and the Ill arrangement. It is the Commission’s 
position that the Jefferies arrangement did not fall 
within the safe harbor of Section 28(e). 


'3$humagco’s participation in these activities 
ceased in mid-1977, at which time Shumagco sold 
substantially all of its assets. Thereafter, Shumagco 
withdrew its broker-dealer registration with the 
Commission. 


4Section 206 of the Investment Advisers Act of 1940 
(“Section 206”); see, SEC v. Capital Gains Research 
Bureau, Inc., 375 U.S. 180 (1963). 
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other “soft dollar” arrangements,?! to review existing 
procedures concerning its use of brokerage 
commissions paid by clients, and, if necessary, to 
implement and maintain new procedures designed 
to ensure compliance with the federal securities 
laws. 


V. Participating Brokers 


During the course of its investigation, the staff 
examined the participation of the following brokers 
in the Ill arrangement: Bateman Eichler, Hill 
Richards Inc. (“Bateman”); Cowen & Company 
(“Cowen”); Ernst & Company, Inc. (“Ernst”); 
Jefferies & Company, Inc. (“Jefferies”);!? Kelly 
Associates, Ltd. (“Kelly”); Mesirow & Company 
(“Mesirow’); Morgan, Olmstead, Kennedy & Gardner 
Incorporated (“Morgan”); Rauscher Pierce Refsnes, 
Inc. (“Rauscher”); Rotan Mosle Inc. (“Rotan”); 
Roulston & Company, Inc. (“Roulston”); Shumagco, 
formerly doing business as Shuman Agnew & Co., 
Inc. (“Shumagco”);!3 and Sloate, Weisman, Murray & 
Company, Inc. (“Sloate”). 


Those firms which participated in the Ill 
arrangement as of May 1975 were Shumagco, 
Sloate, Jefferies, Rauscher, Cowen, Roulston, and 
Rotan. The following firms did not commence 
participation until the later dates indicated: Morgan 
(December 1976), Ernst (December 1976), Mesirow 
(December 1976), Kelly (July 1977) and Bateman 
(November 1977). 


In connection with the issuance of this Report, the 
brokers listed above have undertaken to limit certain 
profits on brokerage transactions executed for 
certain fiduciary accounts over a period of ten days. 
The amount of reduction in profits effected by such 
limitation is $5,000 for each broker for all such 
profits during such period, and is to be disposed of in 
accordance with a plan satisfactory to the 
Commission. 


VI. Discussion 
A. Section 28(e) 


The common law imposes a stringent fiduciary 
obligation upon a money manager, and requires that 
he exercise the utmost care to avoid improperly 
enriching himself at the expense of his client. The 
Investment Advisers Act of 1940 imposes a similar 
obligation upon investment advisers.’* It is the 
responsibility of an investment adviser to assure that 
he does not breach this fiduciary obligation. 
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Before the elimination of exchange-prescribed 
minimum rates of commissions on stock exchange 
transactions, money managers had developed the 
practice of purchasing, with commission dollars, 
services beyond those involving simply execution, 
clearance and settlement of a securities transaction. 
After the elimination of fixed commission rates in 
May 1975, the concern of money managers and 
research-oriented brokerage firms was that, in an 
environment of fully negotiated commission rates, a 
money manager would be subject to suit alleging 
breach of fiduciary duty if he effected securities 
transactions involving payment of commissions at 
rates in excess of the lowest rates available.'® 


In response to these concerns Congress added, as 
part of the Securities Acts Amendments of 1975'°, 
Section 28(e) of the Exchange Act. Section 28(e)(1) 
does not establish a legal standard the violation of 
which is a breach of fiduciary duty. Rather, Section 
28(e) provides a “safe harbor” that applies in certain 
circumstances where money managers use 
brokerage commissions generated by client 
accounts to pay for brokerage and research services. 


This Report deals with an arrangement whereby 
money managers received benefits through the use 
of brokerage commissions generated from clients’ 
accounts, and the claim that the receipt of such 
benefits was permitted under Section 28(e). Since 
Section 28(e) involves a statutory exemption for 
conduct which might otherwise constitute a breach 
of fiduciary duty owed by a money manager to his 
client, the Commission believes that the section 





15See, Securities Exchange Act Release No. 12251 
(March 24, 1976). 


16Pub. L. No. 94-29 (June 5, 1975). 


"Certain of the services received by some 
participating money managers were not research 
services, or were readily and customarily available 
and offered to the general public on a commercial 
basis. These included such items as periodicals, 
newspapers, quotation equipment and general 
computer services. In the Commission's view, the 
provision of such goods and services was not 
protected by Section 28(e). See, Securities 
Exchange Act Release No. 12251. 


18Securities Act Amendments of 1975, Conference 
Report to Accompany S. 249, Joint Explanatory 
Statement of the Comm. of Conference, H.R. Rep. 
No. 229, 94th Cong., lst Sess. 108 (1975). 
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should be construed in light of its limited purposes. 
Particularly in view of otherwise applicable fiduciary 
law, a money manager who seeks to extend the safe 
harbor provided by Section 28(e) to its outer 
boundaries assumes the risk that his perception of 
those boundaries may be imperfect and that his 
conduct may not be within. permissible limits. 


After the enactment of Section 28(e), Ill represented 
that its arrangement came within the safe harbor 
provided by that section. The Commission believes 
that the facts of the Ili arrangement were such that 
those involved should have realized that the 
arrangement was not permitted by Section 28(e), 
regardless of whether the goods and services 
involved were or were not “brokerage and research 
services” within the meaning of Section 28(e)(3).!’ 


As noted above, Section 28(e) was enacted to 
address certain fiduciary problems that were 
thought to arise from a continuation, after the 
elimination of fixed: commissions, of the practice 
whereby brokers provided money managers with 
brokerage and research services. The section 
expressly states, however, that the services must be 
provided by a broker effecting the transaction. 


The general legislative history of Section 28(e) 
emphasizes the requirement that such broker was to 
provide the research services: 


The conferees analyzed the possibility that the 
fiduciary provision would be asserted as a 
shield behind which the give-ups and 
reciprocal practices which were so notorious 
during the late 1960’s could be reinstituted. 
The conferees believe the new language would 
not permit such a result. The provision agreed 
to provide [sic] that a money manager may pay 
a broker or dealer an amount of commission, 
for that broker or dealer's executing a 
transaction, if the money manager determines 
that the services it received from that broker or 
dealer justify the payment. The provisions have 
no application whatsoever to a situation in 
which payment is made by a money manager to 
one broker or dealer for service rendered by 
another broker or dealer. The give-up was a 
regrettable chapter in the history of the 
securities industry and the limited definition of 
fiduciary responsibility added to the law by this 
bill will in no way permit its return.!® [Emphasis 
in original} 


The brokers involved in the Ill arrangement in no 
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significant sense provided the money managers with 
research services. They only executed the 
transactions and paid 50% of the commissions to III. 
All arrangements for acquiring the services were 
made by the money managers and the vendors of the 
services. Ill simply held the money for the money 
managers and paid the bills as requested. The 
services were selected and ordered by the money 
managers. The money managers were obligated to 
pay the vendors for the services, and the brokers 
generally were not aware of the specific services 
which the managers acquired. Accordingly, the 
Commission believes that the brokers did not 
“provide” services within the meaning and intent of 
Section 28(e). 


It is not necessary that a broker produce the 
research services “in house” in order to obtain the 
protection afforded by Section 28(e). As the 
Commission has previously stated: 


Section 28(e) might under appropriate 
circumstances, be applicable to situations 
where a broker provides a money manager with 
research produced by third parties. . .'° 


It is necessary, however, in order to satisfy the 
statutory requirement, that the research services be 
“provided by” the broker. While a broker may under 
appropriate circumstances arrange to have 
research materials or services produced by a third 
party, it is not “providing” such research services 
when it pays obligations incurred by the money 
manager to the third party. 


B. Disclosure 


With few exceptions, the money managers who 
participated in the III arrangement failed to disclose 


adequately to their clients the facts and 
circumstances surrounding that arrangement. The 
Commission believes that such inadequate 
disclosure constituted a violation of Section 10(b) of 
the Exchange Act (“Section 10(b)”) and Rule 10b-5 
promulgated thereunder. In the case of investment 
advisers the inadequate disclosure also violated 
Section 206 of the Investment Advisers Act of 1940 
(“Section 206”).”° 


A number of the money managers used a consent 
form suggested and distributed by III, which gave 
their clients the option of approving or disapproving 
the money managers’ use of commissions to acquire 
goods and services. That consent form contained 
the following language: 
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As you may or may not know, when we place 
buy and sell orders for your account, as a 
fiduciary and a registered investment advisor, 
we are obligated to obtain the best price and 
execution as well as to pass on to you, directly 
or indirectly, any additional benefits we might 
be able to receive from the broker who handles 
the orders for your account. 





'9See, Securities Exchange Act Release No. 12251. 


20Even assuming the III arrangement was within the 
safe harbor of Section 28(e), that Section does not 
eliminate whatever disclosure obligations may arise 
under other provisions of the federal securities laws. 
See, e.g., Section 17 of the Securities Act of 1933, 
Section 10(b) and Section 206. Section 28(e)(2) also 
provides that the appropriate regulatory authority 
may adopt disclosure regulations relating to the 
exercise of investment discretion under Section 
28(e)(1). Except for banks, which are regulated by 
the various banking authorities, the Commission is 
the appropriate regulatory authority with respect to 
other investment advisers exercising investment 
discretion under Section 28(e)(1). 


Although they were not in effect during the period 
when the Ill arrangement was operating, the 
Commission has recently adopted certain brokerage 
placement disclosure regulations as part of its 
“brochure rule” for advisers registered under the 
Investment Advisers Act. See generally, Investment 
Advisers Act Release No. 664 (January 30, 1979) 
adopting Rule 204-3 and amending Form ADV. 
Registered advisers are now required to deliver a 
written disclosure statement to prospective clients 
when entering into an advisory contract. Part of the 
required disclosure relates to brokerage placement 
practices. In particular, if the registered adviser 
determines or suggests the broker or brokers 
through whom, or the commission rates at which, 
securities transactions for client accounts are 
executed, the adviser is required to describe howthe 
broker or brokers will be selected to effect securities 
transactions and how evaluations will be made of the 
overall reasonableness of brokerage commissions 
paid, including factors considered in these 
determinations. If the receipt of research services is 
such a factor, the adviser must describe the nature 
of the research services. The adviser must also 
describe any arrangement in effect. during the 
preceding fiscal year whereby the adviser directed 
brokerage transactions to a broker or brokers 
because of research services provided. 
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If the best price also happens to be the same 
price at more than one brokerage firm, then we 
will do business with the brokerage firm that 
offers additional benefits to us in the form of 
research or investment-related services, 
thereby obtaining these benefits at no cost to us 
or yourself.**** 


This consent form was deficient in at least three 
different ways. First, it stated that the money 
manager obtained benefits “at no cost” to the client 
and implied that the client had received the 
maximum benefits available from the broker. Those 
statements were erroneous, inasmuch as II! was 
willing to return cash to the money manager's client 
instead of paying invoices for services acquired by 
the money manager, a fact which the consent form 
failed to disclose. The cost to the money manager’s 
client was thus increased by every dollar the 
manager elected to use for the purchase of goods 
and services rather than recapture for his client’s 
benefit. The money managers have stated that they 
were unaware of the recapture possibility, but it is 
the Commission’s position that even if they were 
unaware, they had a duty to inquire and to ascertain 
that cash could be obtained for their clients’ benefit. 
In the context of obtaining benefits which, through 
reduction of expenses, result in benefits to them, 
advisers are held to the high standards of inquiry and 
disclosure applicable to fiduciaries generally. The 
consent form also failed to describe how the specific 
arrangement was structured or to identify actual 
services that were received by the money manager. 
Further, it failed to disclose the value of the services 
and the amount of commissions subject to 
recapture through Ill. 


Many of the participating money managers acted as 
advisers to pension or profit-sharing funds covered 
by the Employee Retirement Income Security Act of 
1974 (“ERISA”). Part 4 of Title 1 of ERISA imposes 
various duties and prohibitions on the persons 
managing and advising such funds. Specifically, 
Section 406(b)(3) of that statute prohibits a 
fiduciary from receiving any consideration for his 
own account from any party dealing with the fund in 
connection with a transaction involving the assets of 
the fund. It is the Commission's position that the III 
arrangement was not within the safe harbor provided 
by Section 28(e). Therefore any exemption from the 
obligations imposed by ERISA Section 406(b)(3) 
which Section 28(e) might otherwise offer would not 
have been available to the money managers 
participating in the Ill arrangement. In this regard, 
money managers should be sensitive to the fact that 
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certain transactions between money managers and 
their clients may be prohibited by ERISA regardless 
of consent. 


C. Participation of the Brokers 


As the Commission stated in Exchange Act Release 
No. 12251, Section 28(e) was intended to apply to 


.those situations where research was provided by the 
‘executing broker, including certain third party 


arrangements, and not to those arrangements in 
which brokers were paying other operating expenses 
of a money manager in return for commissions. The 
Commission went on to state that in its view such 
arrangements might constitute fraudulent acts and 
practices by fiduciaries and that: 


[B]rokers should recognize that compliance 
with any direction or suggestion by a fiduciary 
which would appear to involve a violation of the 
fiduciary’s duty to its beneficiaries could 
implicate them in a course of conduct violating 
the antifraud provisions of the federal 
securities laws. 


A similar admonition to brokers was included i 
Exchange Act Release No. 11629 (September 
1975), which stated: 


A broker which causes or assists an institution 
to violate a duty to the investor may be aiding or 
abetting a fraudulent or deceptive act or 
practice. Furthermore, a broker would have a 
duty to inquire with respect to his participation 
in a course of conduct which, to a reasonable 
person, would raise a question of fraudulent or 
deceptive acts or practices. 


The participating brokers in this instance were 
aware that money managers were receiving benefits 
from Ill in return for directing brokerage 
transactions. The brokers were also aware of the 
limited extent of their own participation in the 
provision of those benefits. Accordingly, it is the 
Commission's view that the brokers should have 
been alerted to the possibility of conduct which 
contravened applicable fiduciary principles and the 
federal securities laws and that, under these 
circumstances, they should have ascertained 
whether there were provisions to insure that 
adequate disclosure was being made to clients of the 
money managers. 


In addition, all brokers were required by then 
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applicable Rule 15cl-4?! to disclose their 
compensation on confirmations of transactions. 
Under the III arrangement, the actual compensation 
retained by a participating broker for executing a 
transaction was 50% of the amount reflected on the 
confirmation, with the balance remitted for ultimate 
use by III and the money managers. Given the nature 
of the transaction it is the Commission's view that the 
confirmations should have reflected the fact that 
50% of the commission had been remitted to III. 


VII. Conclusion 


The Commission notes that the money managers 
and brokers mentioned in this Report have 
cooperated with the Commission’s investigation of 
this matter. In the course of the Commission's 
investigation the money managers and brokers 
testified that the commission rates charged to their 
Ill customers were actively negotiated and were 
comparable to those rates charged to other 
customers. The money managers further testified 
that the goods and services acquired through the III 
and other arrangements were used by them to 
service their clients’ accounts. Finally the money 
managers and brokers testified that they relied upon 
advice from III and its outside securities counsel that 
the Ill arrangement did not violate the federal 
securities laws. The Commission believes that, inthe 
circumstances, reliance on such advice was not 
justified. 


Money managers, brokers and others who deal with 
them must at all times be attentive to the fiduciary 
obligations of money managers to their clients. 
Section 28(e) does not provide a general exemption 
from these fiduciary obligations; it provides only a 
limited exemption as to particular decisions 
concerning the purchase of brokerage services, and 
it should be relied on only after careful attention to its 
limited nature. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








*1This Rule has been replaced by Rule 10b-10. The 
analysis is the same under either provision. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16680/March 20, 1980 


Admin. Proc. File Nos. 3-5611 and 3-5613 
In the Matter of the Applications of 


HOWARD D. GATLIFF 
Swenson Avenue 
Las Vegas, Nevada 


and 


EARL MARTINSON 
16727 Rinaldi Street 
Granada Hills, California 


FOR REVIEW OF DISCIPLINARY ACTION TAKEN BY 
THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION—REVIEW 
OF DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 


Sale of Unregistered Securities 

Failure to Disclose Compensation 

Failure to Inform Employer of Private Securities 
Transactions 


Where registered representatives of member firms 
of registered securities association unlawfully sold 
unregistered securities, and failed to disclose extra 
sales compensation to investors, and one of them 
failed to give proper notification of those sales to firm 
with which he was associated, held, association's 
findings of violation sustained, but proceedings 
remanded to association for reconsideration of the 
sanctions, and to provide association with 
opportunity to question one of the salesmen with 
respect to his receipt of written requests made by 
association for information. 


APPEARANCES: 


Frank W. Nemecek, of Nemecek, Gonzalez & Linsley, 
for applicants. 


Frank J. Wilson, Andrew McR. Barnes, Peter J. 
Chepucavage, and Mary S. Head, for the National 
Association of Securities Dealers, Inc. 
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Howard D. Gatliff and Earl Martinson appeal from 
disciplinary action taken against them by the 
National Association of Securities Dealers, Inc. 
(“NASD”).! The NASD found, among other things, 
that applicants unlawfully sold unregistered 
securities and failed to make material disclosures to 
investors. It censured applicants, fined each of them 
$25,000, and barred them from association with any 
NASD member.? Our findings are based on an 
independent review of the record. 





‘Although applicants filed separate applications for 
review, their appeals have been consolidated for 
decision because of the similarity of the issues 
involved. 


The NASD also assessed costs. 


3At that time, the firm with which Gatliff was 
registered was no longer in business. Martinson 
performed no functions for the firm with which he 
was registered. 


‘Section 4(2) of the Act exempts from registration 
“transactions by an issuer not involving any public 
offering.” 


5In an injunctive action brought by this Commission, 
Cal-Am and certain of its affiliates, without admitting 
or denying the allegations in the complaint, 
consented to the entry of a permanent injunction 
against violations of the Securities Act’s registration 
provisions. S.E.C. v. Cal-Am Corporation, et al., Civil 
Action No. CV-77-4586-AAH (C.D. Calif.). 


®See Securities Act Release No. 5487 (April 23, 
1974), 4 SEC Docket 154, 155. 


7See S.E.C. v. Ralston Purina Co., 346 U.S. 119, 126 
(1953); United States v. Custer Channel Wing 
Corporation, 376 F.2d 675, 678 (C.A. 4, 1967). 


8As one court has stated, “The evidence must be... 
explicit, exact, and not built on conclusionary 
statements of the [respondents].” Lively v. 
Hirschfeld, 440 F.2d 631, 633 (C.A. 10, 1971). 


93When asked if these persons received a prospectus, 
counsel stated, “Well, | assume they would. Come 
tax time there are a lot of people who are desperate 
enough to take a chance on anything as we all know.” 
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In 1976, although nominally associated with NASD 
member firms, Gatliff and Martinson had contracts 
with an affiliate of Cal-Am Corporation to sell 
interests in various limited partnerships whose 
general partners were Cal-Am and companies and 
persons affiliated therewith.2 The partnerships, 
whose capitalization generally ranged from $75,000 
to $300,000, were formed to acquire and operate 
various Coal mining leases, and offered investors an 
attractive tax write-off. Interests in these ventures 
were sold pursuant to claimed private offering 
exemptions from the registration provisions of the 
Securities Act.‘ Gatliff sold units of 91 Cal-Am 
partnerships to a total of 321 customers, and 
Martinson, interests in 47 partnerships to a total of 
88 customers.® 


Applicants claim that the various Cal-Am offerings 
were entitled to private offering exemptions. They 
point out that the primary consideration in 
determining the availability of such an exemption is 
whether the offering is made to persons who have 
access to the same kind of information that 
registration would provide, and who are able to fend 
for themselves.® And they argue that the NASD did 
not show that the Cal-Am offerings failed to meet the 
applicable criteria. 


Applicants’ argument is without merit. The burden of 
establishing the availability of an exemption from 
registration rests upon those who claim _ it.’ 
Applicants made no effort to shoulder that burden.*® 
In fact, applicants’ counsel stated that, in December 
1976, Cal-Am sold partnership interests over the 
telephone to persons who called in seeking 
information about the units because they had heard 
of the tax advantages that would result from a 
purchase.? 


We accordingly affirm the NASD’s findings of 
violation with respect to applicants’ sales of 
unregistered securities. 


The NASD found that applicants violated NASD rules 
by failing to disclose the following facts to investors. 


In November 1976, Gatliff and Martinson received 
15-year loans of $60,000 and $50,000, respectively, 
from Legal Mortgage Corporation (“LMC”), a 
company under common control with Cal-Am. The 
loans were made to finance each applicant’s 
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investment in a Cal-Am limited partnership, and the 
purchased securities served as collateral for the 
loans. LMC had recourse only against the collateral, 
at the loans’ maturity, to recover principal and 
accrued interest of 10% per annum. In the interim, 
75% of total receipts from the collateral was to be 
applied to reduce the loan balances. 


The NASD found that the loans which applicants 
received were of material significance to other 
investors. We agree. The record shows that Galtliff 
was paid more than $116,000 in commissions for 
his Cal-Am sales, and that Martinson received 
commissions in excess of $110,000. It is clear that 
the so-called “loans” which applicants received were 
in fact extra compensation, and an added incentive 
to sell customers interests in Cal-Am limited 
partnerships. As such, they should have been 
disclosed to investors. 


We accordingly affirm the NASD’s findings of 
violation. 


IV. 


The NASD found that Martinson failed to comply 
with the Board of Governors interpretation with 
respect to private securities transactions. That 





!ONASD Manual para. 2177, p. 2109-3. 


‘Applicants accuse the NASD District Committee of 
prejudgment. This charge is based on references in 
the Committee’s decisions to the injunctive action 
brought against Cal-Am and others by this 
Commission. See n. 5, supra. Gatliff also refers to a 
remark made by the Committee linking applicants’ 
counsel to that action. We do not consider that the 
cited statements evidence prejudgment. In any 
event, the District Committee’s decisions have been 
accorded de novo review, both by the NASD’s Board 
of Governors and by this Commission. See R. H. 
Johnson & Co. v. S.E.C., 198 F.2d 690, 695 (C.A. 2, 
1952), cert. denied, 344 U.S. 855; Sumner B. Cotzin, 
Securities Exchange Act Release No. 10850 (June 
12, 1974), 4 SEC Docket 420, 422. 


“Article IV, Section 5 of the NASD’s Rules of Fair 
Practice provides that the NASD’'s “Board of 
Governors. . .shall have the right (1) to require any 
.. .person associated with a member to report orally 
.. .with regard to any matter involved in any. . .hear- 
oe 


‘See Steadman v. S.E.C., 603 F.2d 1126, 1140(C.A. 
9, 1979). 
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interpretation prohibits persons associated with 
NASD member firms from engaging in private 
transactions “outside the regular course or scope of 
[their] association. .without prior written 
notification to the member.”?° 


Although Martinson did notify the NASD member 
with which he was associated of his Cal-Am 
activities, he did not do so prior to engaging in those 
activities, and he did not give notification in writing. 
Accordingly, we affirm the NASD’s finding of 
violation." 


V. 


The NASD found that Gatliff violated its rules by 
failing to respond to two written requests for 
information. Gatliff did not appear at the hearings. 
However, his counsel stated that Gatliff had moved 
and apparently did not receive the NASD’s requests. 
Counsel further noted that Gatliff’s former street 
address was misspelled on both of the NASD's 
letters. The NASD pointed out, however, that the 
letters were not returned to the Association. 


As noted below, we are remanding these 
proceedings to the NASD. On remand, we think that 
the Association may appropriately question Galtliff 
as to whether or not he received its requests for 
information. !2 


Vi. 


As noted above, the NASD fined Gatliff and 
Martinson $25,000 each, and barred them from 
association with any NASD member. We do not think 
that the NASD has spelled out its reasons for 
imposing these sanctions in sufficient detail to 
enable us to determine whether or not they are 
excessive or oppressive. 


Under the circumstances, we have determined to 
remand these proceedings to the NASD so that it 
may reconsider the sanctions which it imposed. 
Should the Association determine to reaffirm its 
actions, we think that “a fuller explanation of the 
need for these sanctions is required.”!? 


An appropriate order will issue. 

By the Commission (Commissioners LOOMIS, 
EVANS and POLLACK); Chairman WILLIAMS not 
participating. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16680/March 20, 1980 


Admin. Proc. File Nos. 3-5611 and 3-5613 
In the Matter of the Applications of 


HOWARD D. GATLIFF 
Swenson Avenue 
Las Vegas, Nevada 


and 


EARL MARTINSON 
16727 Rinaldi Street 
Granada Hills, California 


FOR REVIEW OF DISCIPLINARY ACTION TAKEN BY 
THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


ORDER REMANDING PROCEEDINGS TO 
REGISTERED SECURITIES ASSOCIATION 


On the basis of the Commission’s opinion issued this 
day, it is 


ORDERED that these proceedings be, and they 


hereby are, remanded to the Board of Governors of 
the National Association of Securities Dealers, Inc. 
for further action in accordance with such opinion. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16681/March 20, 1980 


In the Matter of 

NEW YORK STOCK EXCHANGE, INC. 

11 Wall Street 

New York, New York 10005 

(SR-NYSE-80-6) 

NOTICE OF FILING OF PROPOSED RULE CHANGE 


AND ORDER APPROVING PROPOSED RULE 
CHANGE 
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Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”), notice is hereby given that on February 27, 
1980, the New York Stock Exchange, Inc. (“NYSE”) 
filed with the Commission copies of a proposed rule 
change which would modify NYSE Rule 123A.32, to 
require that specialists make a more timely 
response to members’ inquiries regarding the status 
of orders left with them for execution. In responding 
to inquiries, specialists would be able to use the 
Exchange’s pneumatic tube system. 


Interested persons are invited to submit written 
data, views and arguments concerning the 
submission within 21 days from the date of this 
publication. Persons desiring to make written 
comment should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capito! Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-NYSE-80-6. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges and in 
particular, the requirements of Section 6 and 
subsection (b)(5) thereof relating to the facilitation 
of transactions in securities, and the rules and 
regulations thereunder. 


The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after 
the date of publication of notice of filing thereof. 
Immediate implementation of the proposed rule 
change will promote greater efficiency in the 
handling and execution of orders, which is 
particularly appropriate in light of the recent 
increase in trading volume on the NYSE. 


IT IS THEREFORE ORDERED, pursuant to Section 


19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 
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For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16682/March 20, 1980 


The Securities and Exchange Commission 
announced, pursuant to Section 12(k) of the 
Securities Exchange Act of 1934 (“Exchange Act”), a 
ten day suspension of exchange and over-the- 
counter trading for the period commencing at 12:00 
midnight (EST) on March 20, 1980 and terminating 
at midnight (EST) on March 30, 1980 of the 
securities of McDowell Enterprises, Inc. 
(“McDowell”), a Tennessee corporation with 
principal executive offices located at 301 Plus Park 
Boulevard, Nashville, Tennessee 37217. 


The Commission on March 11, 1980 ordered a 
suspension of trading in McDowell securities, which 
will expire at midnight March 20, 1980 (see Release 
No. 16643/March 20, 1980). At that time, the 
Commission announced its concerns about an 
undisclosed accumulation of a block of McDowell 
stock by an undisclosed group of investors and 
unexplained trading in McDowell stock. 


The Commission ordered the second suspension of 
trading in McDowell's securities as a result of serious 
additional and separate questions which have been 
raised concerning the possible impact upon the 
trading market of the stock of McDowell due to the 
availability for sale of a substantial block of such 
stock resulting from a failure by customers to meet 
margin calls. Information has been provided to the 
Commission that customers of a broker-dealer have 
been requested by the broker-dealer to make full 
payment for the shares of McDowell in their 
accounts and that customers owning approximately 
500,000 shares of McDowell are currently unable to 
make such payment. The sale of such McDowell 
shares representing approximately 21% of the 
market in McDowell stock would result in an extreme 
disruption to the trading market in McDowell stock. 
The suspension of trading also was ordered because 
the Commission, as well as the American Stock 
Exchange, believes that a fair and orderly market in 
the securities could not otherwise be maintained 
and that a suspension was required to permit plans 


938/SEC DOCKET 


to be made for the commencement of an orderly 
trading market in the securities. 


The Commission cautions brokers, dealers, 
shareholders and prospective purchasers that they 
should carefully consider the foregoing information 
along with all other currently available information 
and any information subsequently issued by the 
company. 


Furthermore, brokers and dealers should be aware 
of the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension, no quotation may be entered unless and 
until they have strictly complied with all the 
provisions of such rule. If any broker or dealer has 
any questions as to whether or not he has complied 
with such rule, he should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time 
as he has familiarized himself with such rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of such rule, the Commission will consider 
the need for prompt enforcement action. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21476/March 14, 1980 


In the Matter of 


NEW ENGLAND POWER COMPANY 
Westborough, Massachusetts 


(70-6398) 


ORDER AUTHORIZING TRANSACTIONS RELATED 
TO FINANCING CONSTRUCTION OF POLLUTION 
CONTROL FACILITIES AND GRANTING EXEMPTION 
FROM COMPETITIVE BIDDING 


New England Power Company (“NEPCO”), an 
electric utility subsidiary company of New England 
Electric System, a registered holding company, has 
filed an application-declaration and amendments 
thereto with this Commission pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act 
of 1935 (“Act”) and Rules 50 promulgated 
thereunder concerning the following matter. 


NEPCO proposes to enter into a Loan Agreement 
(“Agreement”) with the Massachusetts Industrial 
Finance Agency (“MIFA”), an independent public 
corporation empowered to issue tax-exempt 
pollution control bonds for the benefit of industrial 
enterprises, concerning the financing of certain 
pollution control facilities being constructed at 
NEPCO’s Brayton Point generating station in 
Somerset, Massachusetts. NEPCO is converting 
three of the four generating units at Brayton Point 
from oil burning to coal and must construct pollution 
control facilities in order to comply with federal and 
Massachusetts environmental standards. It is 
currently estimated that the total cost of coal 
conversion will be approximately $180 million. 
NEPCO believes that about $90 million will be 
eligible for tax-exempt pollution control financing. 


Under the Agreement, MIFA will issue bonds to the 
public and loan the proceeds to NEPCO, which, in 
turn, will issue general and refunding bonds (G&R 
Bonds) to MIFA in equivalent amounts with 
payments to be made to MIFA at such times and in 
such amounts as will correspond to the payments for 
principal, premiums and interest on MIFA’s bonds. 
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The vehicle for making payments to MIFA will be the 
Series C and D G & R Bonds. The proceeds of the 
MIFA bond sale will be deposited with a corporate 
trustee (the “MIFA Trustee”) and will be released to 
NEPCO for the payment of costs, as they are 
incurred, of pollution control expenditures relating 
to the coal conversion project. The managing 
underwriters for the 3 year MIFA Bonds are expected 
to be Goldman, Sachs & Co., Dillion, Read & Co., and 
Shearson Loeb Rhodes, Inc. NEPCO will not be a 
party to the underwriting agreement between MIFA 
and the underwriters but that agreement will provide 
that the terms of the bonds and their sale by MIFA 
shall be satisfactory to NEPCO. 


In light of current high interest rates, NEPCO 
proposes to complete this financing in two phases. 
The first phase will be the issue of 3 year MIFA 
Bonds. The principal amount of these bonds will be 
$90 million. The interest rate, form and maturity of 
these bonds will be approved by the board of 
cirectors of MIFA. The 3 year MIFA Bonds will be 
redeemable during the last year. 


The second phase will be the refinancing of the 3 
year MIFA Bonds with long-term bonds having 
maturity of not to exceed 30 years. The structure of 


the 30 year financing will be similar to the 3 year 


financing, except for interest and redemption 
provisions. The 30 year MIFA Bonds will be 
redeemable as a whole or in part at the option of 
MIFA, upon 30 days notice, after the expiration of 10 
years from the date of the bonds, or at any time upon 
the occurrence of certain events such as loss of tax- 
free status or destruction of the pollution control 
facilities. The Agreement will provide that MIFA will 
exercise its redemption option at NEPCO’s request. 
The bonds will be subject to mandatory redemption 
through operation of a sinking fund as may be 
agreed upon prior to the 30 year issue. If the 30 year 
MIFA Bonds are issued prior to the date when the 3 
year MIFA Bonds mature or are to be redeemed, the 
proceeds from the long-term issue will be deposited 
with the MIFA Trustee who will hold the proceeds or 
investments thereof in trust for the benefit of the 
bondholders. The MIFA Trustee will, upon receipt of 
the proceeds, deliver an equivalent amount of the 3 
year G & R Bonds to NEPCO. 


NEPCO will evidence its obligations to MIFA by the 
delivery of G & R Bonds in principal amount equal to 
the principal amount of the MIFA Bonds. There will 
be a separate issue of G & R Bonds as part of both 
MIFA Bond issues in order that the interest rate, 
maturity and redemption provisions may be 
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equivalent to that of the MIFA issues which they 
support. The first NEPCO issue will be $90 million of 
General and Refunding Mortgage Bonds, Series C, 9- 
1/2%, due 1983. The Series C Bonds will be the third 
issue under NEPCO’s General and Refunding 
Mortgage Indenture and Deed of Trust (G & R 
Indenture) dated as of January 1, 1977 as amended 
and supplemented. The managing underwriters will 
purchase the 3 year MIFA Bonds at a price of 99% of 
the principal amount with an interest rate of 9-1/2%. 
The Series C Bonds will be sold at a price of 99% of 
the principal amount thereof, in conformity with the 
terms of the 3 year MIFA Bonds, resulting in an 
effective cost of money to NEPCO of 9.89% per 
annum to maturity. The second issue will be $90 
million of General and Refunding Mortgage Bonds, 
Series D. 


At the time Series C Bonds are issued, NEPCO will 
issue and pledge Series X First Mortgage Bonds, in 
an amount of $15 million, to the trustee under the G 
& R Indenture (“G & R Trustee”). This represents a 
first mortgage claim for the holders of G & R Bonds, 
including the Series C Bonds. The exact amount of 
the Series X bond issue will be determined at the 
time the Series C Bonds are issued. The Series X 
Bonds will not pay interest as long as interest 
payments are made on the Series C Bonds, and to 
the extent payments of principal are made on the 
Series X Bonds, the debt due from NEPCO to the 
holders of the Series C Bonds will be reduced so 
there will be no double recovery. 


At the time the Series D Bonds are issued, NEPCO 
will issue and pledge Series Y First Mortgage Bonds 
in an amount not to exceed $90 million. The Series Y 
Bonds will be pledged to the G & R Trustee as 
security for holders of all G & R Bonds. The 
provisions of these bonds, except for interest rates, 
maturity, redemption provisions and a sinking fund, 
will be essentially the same as those for the Series X 
Bonds. The exact amount of these bonds will depend 
upon the property then available. The record is 
incomplete regarding the issuance of the Series D 
and Y bonds. 


When the amount of the pledged first mortgage 
bonds equals the amount of G & R Bonds, the 
security will be equivalent to that of first mortgage 
bonds. No new first mortgage bonds will be issued to 
the public under the first mortgage indenture, 
however, the other provisions of the first mortgage 
indenture, including the improvement fund, 
maintenance obligations and similar protections will 
remain in full force. When there are no more publicly 
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held first mortgage bonds, the first mortgage 
indenture will be discharged and the G & R Bonds 
will have a first mortgage lien. 


NEPCO requests that the issuance of Series C and D 
Bonds be exempted from the competitive bidding 
requirements of Rule 50 pursuant to paragraph 
(a)(5) thereof, and requests exemption from such 
requirements for the proposed issue and pledge of 
Series X and Y Bonds pursuant to paragraph (a)(4) 
thereof. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$360,000 including legal fees of $70,000, printing 
expenses of $30,000, trustee’s fees of $58,000 and 
service fees of New England Power Service 
Company, an affiliate, of $71,000. The 
Massachusetts Department of Public Utilities and 
the New Hampshire Public Utilities Commission 
have authorized the proposed transactions; the 
Connecticut Division of Public Utility Control has 
issued an order waiving jurisdiction; the Vermont 
Public Service Board has issued an order finding 
that it does not have jurisdiction. No other state or 
federal commission, other than this Commission 
has jurisdiction over the proposed transactions. 


Due notice of the filing of said application- 
declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 21406), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 


hereby is, granted and permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act, and subject further to the reservation of 
jurisdiction ordered below. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the issuance of 
the Series D and Series Y bonds. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21477/March 14, 1980 


In the Matter of 


MIDDLE SOUTH SERVICES, INC. 
MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


(70-6417) 


ORDER AUTHORIZING SERVICE COMPANY 
SUBSIDIARY TO MAKE SHORT-TERM BANK 
BORROWINGS; GUARANTEE OF REPAYMENT BY 
HOLDING COMPANY 


Middle South Utilities, Inc. (“Middle South”), a 
registered holding company, and its service 
company subsidiary, Middle South Services, Inc. 
(“Services”), have filed a joint declaration with this 
Commission pursuant to Sections 6(a), 7 and 12(b) 
of the Public Utility Holding Company Act of 1935 
(“Act”) and Rules 45 and 50(a)(2) promulgated 
thereunder regarding the proposed transaction. 


In connection with the performance of its functions 
as a subsidiary service company for the Middle 
South Utilities System (“System”), Services has 
undertaken a project together with an outside 
consulting engineering firm leading to the 
development of a standard design, both 
conceptually and in detail, for future coal-fired 
electric generating stations for the System during 
the late 1980's. Expenditures for this project through 
1981 are currently estimated to total approximately 
$28,500,000, including $25,400,000 allocable to 
consultant fees and $3,100,000 allocable to in- 
house costs. Through 1979, approximately 
$9,000,000 of the costs have been incurred, 
including $7,200,000 and $1,700,000 allocable to 
consultant fees and in-house costs, respectively. 


To provide Services with funds for continuing its 
work on the coal-fired project and for the payment at 
or prior to maturity of up to $10,000,000 of bank 
borrowings previously incurred, primarily for this 
undertaking (HCAR No. 20536), Services will enter 
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into a line of credit with First National Bank of 
Commerce, New Orleans Louisiana (“Bank”), under 
which Services proposes to borrow through 
December 31, 1981 up to an aggregate principal 
amount of $30,000,000 outstanding at any one time. 


To effect the proposed borrowings under the line of 
credit, Services will deliver to the Bank an unsecured 
master promissory note (“Note”), which Note shall 
evidence the obligation of Services to pay the 
amount of the line of credit ($30,000,000) or, if less, 
the aggregate unpaid principal amount of all loans 
made to Services under the line of credit, plus 
interest thereon as set forth below. 


The Note will (i) be payable to the order of the Bank, 
(ii) be dated on or about the date of the 
Commission’s order in this file (“Effective Date”), 
(iii) be stated to mature on December 31, 1981 and 
(iv) bear interest, payable quarterly and at maturity, 
on the unpaid principal amount thereof at a rate per 
annum equal to one hundred two percent (102%) of 
the prime commercial rate of the Chase Manhattan 
Bank (N.A.) in effect from time to time for 90-day 
unsecured commercial loans to corporate 
commercial customers of the highest credit rating, 
with adjustments in the interest rate to be made 
effective automatically on the effective date of any 
change in said prime rate. Services will have the 
right to prepay the unpaid principal amount of the 
Note, in whole or in part, at any time without penalty 
or premium. 


In connection with the proposed borrowings, 
Services will agree to pay the Bank a fee for the 
period from the Effective Date to and including 
December 31, 1981 or earlier termination of the line 
of credit computed at the rate of 1/2 of 1% per 
annum on the average daily unused portion of the 
available line of credit. There is no requirement that 
Services maintain compensating balances with the 
Bank in connection with the proposed borrowings 
under the line of credit. Based upon the present 
prime commercial rate of 17.75%, the effective cost 
of money to Services in respect of the proposed 
borrowings would be 18.61% per annum. 


As sole stockholder of the outstanding common 
stock of Services and as an inducement to the Bank 
to arrange for Services this $30,000,000 line of 
credit, Middle South will guarantee the payment by 
Services of the unpaid principal amount of, and 
interest on, the Note and the performance by 
Services of its obligations under its line of credit with 
the Bank. 
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The fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $6,000, including legal fees of $4,000. 
It is stated that no state or federal regulatory 
authority, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21439), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time for 
filing certification thereunder with respect to the 
proposed transactions is extended so as to allow 
filing on a quarterly basis. 


IT |S FURTHER ORDERED, that jurisdiction be, and it 
hereby is, reserved with respect to the accounting 
and allocations for the accumulated costs of the 
aforementioned engineering studies by Services. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21478/March 17, 1980 


In the Matter of 


THE SOUTHERN COMPANY 
Perimeter Center East 

P.O. Box 720071 

Atlanta, Georgia 30346 


(70-6426) 


NOTICE OF PROPOSED ISSUANCE OF COMMON 
STOCK PURSUANT TO DIVIDEND REINVESTMENT 
AND STOCK PURCHASE PLAN AND EMPLOYEE 
SAVINGS PLAN 


NOTICE IS HEREBY GIVEN that The Southern 
Company (“Southern”), a registered holding 
company, has filed a declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 
6(a) and 7 of the Act and Rule 50(a)(5) promulgated 
thereunder as applicable to the following proposed 
transactions. All interested persons are referred to 
the declaration, which is summarized below, for a 
complete statement of the proposed transactions. 


Southern proposes to issue and sell from time to 
time through April 30, 1982, up to 8,500,000 shares 
of its authorized but unissued common stock, par 
value $5 per share (“Additional Common Stock”), 
pursuant to a Dividend Reinvestment and Stock 
Purchase Plan (“Dividend Plan”). Such shares 
herein proposed to be issued and sold would be in 
addition to the balance of 1,958,731 shares at 
December 31, 1979, remaining under the 
authorization granted by the Commission by order 
dated March 2, 1979 (HCAR No. 20941). Southern 
intends to apply the proceeds estimated not to 
exceed $106,250,000, from the sale for further 
equity investments in its operating subsidiaries as 
may be authorized by this Commission in separate 
filings (File No. 70-6414) and for other corporate 
purposes. 


The Additional Common Stock will be offered to all 
holders of Southern’s common stock pursuant to the 
Dividend Plan, a voluntary plan whereby 
shareholders may elect to (1) have cash dividends 
on all of their shares of Southern common stock 
automatically reinvested in shares of such common 
stock at a price equal to 95% of the average (“Market 
Price Average”) of the high and low sales prices of 
Southern’s common stock, as published in The Wall 
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Street Journal in its NYSE Composite Transactions, 
on the dividend payment date, or (2) reinvest less 
than all their cash dividends in shares of Southern’s 
common stock at a price equal to 95% of the Market 
Price Average, or (3) reinvest all or less than all of 
their cash dividends as described above and, in 
addition, make optional cash payments (not less 
than $25 per payment nor more than a total of 
$3,000 per quarter) to invest in shares of Southern’s 
common stock ata price equal to 100% of the Market 
Price Average, or (4) continue to receive cash 
dividends on all shares held and invest only optional 
cash payments. 


Cash dividends on shares credited to a participant's 
account under the Dividend Plan will be reinvested 
in shares of Southern’s common stock at a price 
equal to 95% of the Market Price Average. No shares 
will be sold under the Dividend Plan at less than the 
par value of such shares. The First National Bank of 
Atlanta currently administers the Dividend Plan and 
purchases the shares of Southern’s common stock 
under the Dividend Plan as agent for the 
participants. No service charge or commission will 
be paid by participant in connection with purchases 
under the Dividend Plan. 


Participants will retain all voting rights relating to 
shares purchased under the Dividend Plan and 
credited to their accounts, and shares will be voted 


in accordance with the instructions of the 
participant to whose account they are credited. A 
participant will be able to withdraw from the 
Dividend Plan at any time upon written notice. Upon 
withdrawal, the participant will be issued without 
charge, a certificate for the number of shares 
credited to his account and will receive a cash 
payment for the value of any fractional share. 
Without withdrawing from the Dividend Plan, a 
participant will be entitled to demand and receive a 
certificate representing the full shares of common 
stock credited to his account. Southern reserves the 
right to suspend, modify (subject to Commission 
approval), or terminate the Dividend Plan at any 
time. 


Southern also proposes to issue and sell from time to 
time through April 30, 1982 a maximum of 
1,500,000 shares of its authorized but unissued 
common stock, par value $5 per share, (“New 
Stock”) pursuant to the Employee Savings Plan for 
The Southern Company System (the “Savings 
Plan’). Southern proposes to apply the proceeds 
from the sale of the New Stock (estimated not to 
exceed approximately $18,750,000) to such further 
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equity investments in its operating subsidiaries as 
may be authorized by this Commission in separate 
filings (See File No. 70-6414) and for other corporate 
purposes. 


The New Stock will be offered to employees of 
Southern’s subsidiaries pursuant to the Savings 
Plan, a voluntary plan under which employees may 
contribute, through payroll deductions, not less than 
2% nor more than 12% of their compensation (base 
salary or wages). Each employing company will 
contribute, on behalf of each of the Savings Plan 
members in its employ, an amount equal to 50% of 
such of the member's contributions as are not in 
excess of 6% of the member’s compensation. The 
First National Bank of Atlanta acts as Trustee for the 
trust which is part of the Savings Plan, and the 
Savings Plan is administered by the Savings Plan 
Committee, the members of which are appointed by 
the Board of Directors of Southern Company 
Services, Inc. 


An employee is eligible to participate in the Savings 
Plan if: (a) he is at least 21 years of age and (b) he has 
completed at least one year of service (in which he 
has completed at least 1,000 hours of service) with 
one or more Southern subsidiaries. Any employee 
represented by a collective bargaining agent may 
not participate in the Savings Plan unless the 
representatives of his bargaining unit and the 
employing company mutually agree to participation 
in the Savings Plan by members of the bargaining 
unit. 


Each Savings Plan member must direct that his 
contributions be invested in one or more of three 
funds: (1) Company Stock Fund—consisting of 
Southern’s common stock; (2) Equity Fund— 
consisting of common or capital stocks and 
securities convertible into common or capital stock 
(other than securities issued by or convertible into 
securities issued by Southern or any of its 
subsidiaries), short-term investments, and 
investments in certain commingled trust funds; (3) 
Fixed Income Fund—consisting of direct obligations 
of the U.S. Government and its agencies, corporate 
bonds, debentures, notes, certificates of 
indebtedness, evidence of indebtedness of 
Southern or its subsidiaries or affiliates, savings 
account deposits, and investments in certain 
commingled trust funds. All employing company 
contributions are invested in the Company Stock 
Fund. 


The amount to the credit of a member's account 
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attributable to his own contributions is fully vested in 
the member at all times. Amounts attributable to 
employing company contributions are fully vested in 
the member upon his death or retirement pursuant 
to the pension plan of his employing company. Prior 
to those events, the amount to the credit of a 
member's account attributable to employing 
company contributions is vested in the member in 
accordance with a schedule which begins with a 
50% vesting after five years of service and increases 
by 5% with each year of service thereafter, until after 
15 years of service, these amounts are fully vested. 
Any amounts not vested upon a member's 
termination of employment are forfeited and wiil be 
applied as a credit to reduce subsequent 
contributions of the employing company. 


The Trustee will vote the shares of common stock of 
Southern held by it in accordance with written 
directions received from the individual members on 
whose behalf such shares are held and will not vote 
any such shares for which voting instructions are not 
received. The Trustee has the authority to vote all 
other securities in its discretion. 


The Board of Directors of Southern Company 
Services, Inc. has the right to amend or terminate the 
Savings Plan in whole or in part. Any employing 
company may, by action of its board of directors and 
approval by the Board of Directors of Southern 
Company Services, Inc., suspend or terminate the 
making of contributions of members in the employ 
of such employing company and of contributions by 
such employing company. In the event of 
termination or partial termination or upon complete 
discontinuance of contributions under the Savings 
Plan by all employing companies or by any one 
employing company, the amount to the credit of the 
accounts of each member whose employing 
company shall be affected by such termination or 
discontinuance shall become nonforfeitable and will 
be distributed to the member as soon as practicable 
after such termination or discontinuance. 


Fees and expenses to be incurred in connection with 
the proposed transactions are to be filed by 
amendment. It is stated that no state or federal 
commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 10, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
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declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the 
request. At any time after said date, the declaration 
as filed or as it may be amended, may be permitted 
to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued inthis matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21479/March 19, 1980 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-6421) 


NOTICE OF PROPOSED CHARTER AMENDMENT TO 
INCREASE AUTHORIZED COMMON STOCK; ORDER 
AUTHORIZING SOLICITATION OF PROXIES IN 
CONNECTION THEREWITH 


NOTICE IS HEREBY GIVEN that American Electric 
Power Company, Inc. (“AEP”), a registered holding 
company, has filed with this Commission a 
declaration and an amendment thereto pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6(a), 7 and 12(e) of the 
Act and Rules 62 and 65 promulgated thereunder as 
applicable to the proposed transaction. All 
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interested persons are referred to the amended 
declaration, which is summarized below, for a 
complete statement of the proposed transaction. 


AEP proposes to amend its Restated Articles of 
Incorporation (“Charter”), as heretofore amended, 
to increase its authorized common stock, par value 
$6.50 per share, from 150,000,000 shares to 
175,000,000 shares. As of December 31, 1979, AEP 
had 121,340,747 common shares outstanding. The 
proposed Charter amendment will be submitted to 
its shareholders at its annual meeting scheduled to 
be held on April 23, 1980. AEP proposes to solicit 
proxies from its shareholders, through the use of 
proposed soliciting material, to obtain the required 
approval of the proposed Charter amendment, to 
elect directors and to select auditors. An affirmative 
vote of the holders of a majority of the outstanding 
shares of common stock issued and entitled to vote 
at the annual meeting is required for adoption of the 
amendment. 


It is stated that the proposed increase in authorized 
shares is necessary to meet AEP’s requirements for 
new capital and other corporate purposes. The 
current estimated costs of the construction program 
for the AEP system for 1980 and 1981 is 
approximately $1,900,000,000. It is estimated that 
AEP will have to invest approximately $400,000,000 
in the equity of its subsidiaries during the same 
period, a substantial part of which may ultimately 
have to be obtained by AEP through the issuance and 
sale of additional shares of its common stock. In 
addition, this Commission authorized AEP to acquire 
by tender offer the common stock of Columbus and 
Southern Ohio Electric Company (“CSOE”) by order 
dated February 13, 1980 (HCAR No. 21433), onthe 
basis of 1.3 common shares of AEP for each share of 
CSOE. CSOE had outstanding 16,345,951 common 
shares as of December 31, 1979; successful 
consummation of the tender offer would thus 
require the issuance of approximately 21,250,000 
common shares of AEP. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$508,000, including transfer agent fees of 
$330,000, printing expenses of $88,000 and New 
York state fees and taxes of $81,280. It is stated that 
no state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than April 15, 1980, request in 
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writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
amended declaration which he desires to controvert; 
or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the declarant at the 
above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date the declaration, as amended or 
as it may be further amended, may be permitted to 
become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


't appearing that the declaration, as amended, 
insofar as it proposes the solicitation of proxies from 
AEP’s stockholders, should be permitted to become 
effective forthwith pursuant to Rule 62: 


IT IS ORDERED, pursuant to Rule 62, that the 
declaration, as amended, regarding the proposed 
solicitation of proxies be, and it hereby is, permitted 
to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21480/March 19, 1980 


In the Matter of 


OHIO POWER COMPANY 
301 Cleveland Avenue, S.W. 
Canton, Ohio 44701 


(70-6397) 


NOTICE OF PROPOSED SALE AND LEASEBACK OF 
RIVER TRANSPORTATION HEADQUARTERS AND 
REPAIR FACILITY 


NOTICE IS HEREBY GIVEN that Ohio Power 
Company (“Ohio Power’), an electric utility 
subsidiary of American Electric Power Company, 
Inc. (“AEP”), a registered holding company, has filed 
with this Commission an application and an 
amendment thereto pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 9 and 10 of the Act as applicable to the 
proposed transactions. All interested persons are 
referred to the amended application, which is 
summarized below, for a complete statement of the 
proposed transactions. 


Franklin Real Estate Company (‘Franklin’), a real 
estate subsidiary of AEP, has caused the 
construction of a river transportation headquarters 
and repair facility (“Facility”), completed in 1977 on 
the northeastern bank of the Ohio River near Lakin, 
West Virginia, with funds furnished by Ohio Power. 
The Facility replaced a smaller AEP system river 
transportation operating headquarters and 
maintenance facilities, constructed in 1958, which 
were located on the Kanawha River at Cedar Grove, 
West Virginia. The Cedar Grove facilities were felt to 
be inadequate to handle the AEP system’s expanded 
towing fleet for coal transportation, which fleet was 
augmented by the acquisition of 11 towboats and 
248 river barges in 1973 and of 16 towboats and 260 
river barges in 1976 and 1977. The Facility is 
designed to handle the increased supervision, 
operating personnel, maintenance and storeroom 
requirements of the expanded river transportation 
system. 


It is proposed that Franklin sell the Facility to Mosley 
Associates Limited Partnership (“Mosley”), and that 
Franklin lease to Mosley the surface land thereunder. 
Mosley will then immediately lease the Facility and 
sublease the surface land thereunder to Ohio Power. 
The principal components of the Facility to be sold 
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and leased back include the following: a shore based 
service building and related equipment; a water 
supply and fire protection system; roadways and 
parking area; piling dock cells, including mooring 
rings and hardware; two access bridges to the dock 
facilities; a floating service building and related 
equipment; a 2,000 ton floating dry dock; a 50 ton 
barge-mounted floating derrick; a tug-converted 
towboat; and a fender barge. 


The surface land underlying the Facility (two tracts 
comprising approximately 14.71 acres) and certain 
easements relating thereto (“Land and Easements”) 
would be leased by Franklin to Mosley pursuant to a 
net ground lease (“Ground Lease’) for a primary 
term of 25 years, with up to four 5-year extended 
terms at lessee’s option, at a basic annual rent of 
$30,000 per year, payable quarterly. The Facility 
would be sold by Franklin to Mosley for a price of 
$4,100,000. The original cost of the Facility 
(exclusive of the Land and Easements) was 
approximately $3,661,000. The proceeds of the sale 
will be used by Franklin to repay Ohio Power for 
funds advanced for construction and other costs. 


The Facility and Land and Easements would then be 
respectively leased and subleased by Mosley to Ohio 
Power pursuant to a Lease and Sublease Agreement 
for a primary term of 25 years, with up to four 5-year 
extended terms at lessee’s option. There would be an 
initial term from the closing date to the end of the 
calendar quarter in which the closing occurs at a 
rent of $1,167.36 per day (based on a purchase 
price of $4,100,000 for the Facility). The basic 
annual rental during the primary term, payable 
quarterly in arrears, would be an annual constant 
amount equal to the following applicable percentage 
of the purchase price of the Facility: 5.966% for years 
one through five; 10.43% for years six through ten; 
12.36% for years eleven through fifteen; and 13.11% 
for years sixteen through twenty-five. On a present 
value basis, the implicit annual equivalent interest 
cost to Ohio Power of its rental payments during the 
25 year primary term is approximately 8.31%. 


Under the Lease and Sublease Agreement the lessee 
will retain any investment tax credit. If the lessee 
exercises any option to extend, the rent will be the 
annual fair rental value as of the date of 
commencement of the extended term, payable 
quarterly, except that the annual rental during the 
first 5-year extended term will not exceed 11.37% of 
the purchase price of the Facility. If the lessee 
exercises its option for such first extended term, 
lessor may require lessee to prepay acertain portion 
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of such five years rent. The lease will be a net lease, 
under which Ohio Power will also be responsible for 
the performance of all obligations of Mosley under 
the Ground Lease. Ohio Power may, at the end of the 
primary term or any extended term, purchase the 
Facility and Mosley’s leasehold estate under the 
Ground Lease at a price equal to their fair market 
value, except that if such option is exercised at the 
end of the primary term, the minimum price would 
be 15% of the Lessor’s cost of the Facility. The Lease 
and Sublease Agreement also contains provisions 
related to termination by reason of uneconomical 
use, defaults and other matters. 


Approximately 95% of the purchase price of the 
Facility will be loaned to Mosley by Bankers Life 
Company, whose loan will be secured by a deed of 
trust encumbering the interests of Mosley in the 
Facility and in the leases. 


It is stated that since the Facility and underlying land 
provide essential support for barge coal deliveries to 
AEP system plants to which coal deliveries are made 
in part or completely by barge, the lease costs will be 
allocated to the AEP system operating companies 
which benefit from such operations. The costs of 
operating the Facility, including leasing charges, will 
be allocated in proportion to the direct costs of 


barging movements (mainly the costs of leasing, 
operating, and maintaining the river towboats and 
barges used in specific coal deliveries). Ohio Power 
consents to a reservation of jurisdiction with respect 
to the accounting for and allocation of transportation 
charges to its affiliates in connection with the 
Facility. 


The fees and expenses to be incurred in connection 
with the proposed transactions will be supplied by 
amendment. It is stated that no state commission 
and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than April 15, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
amended application which he desires to controvert; 
or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the applicant at the 
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above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date the application, as amended or 
as it may be further amended, may be granted as 
provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21481/March 20, 1980 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Dallas, Texas 


(70-6418) 


ORDER AUTHORIZING CHARTER AMENDMENT TO 
INCREASE AUTHORIZED COMMON STOCK 


Central and South West Corporation (“CSW”), a 
registered holding company, has filed with this 
Commission a declaration and an amendment 
thereto pursuant to Sections 6(a), 7 and 12(e) of the 
Public Utility Holding Company Act of 1935 and 
Rules 62 and 65 promulgated thereunder 
concerning the following transaction. 


CSW proposes to amend its Restated Certificate of 
Incorporation, as heretofore amended, to increase 
its authorized common stock, par value $3.50, from 
80,000,000 shares to 120,000,000 shares. 
Proceeds from the sale of such additional shares will 
be used to help finance planned construction 
requirements of approximately $3,693,000,000 for 
1980-1984. As of December 31, 1979, CSW had 
71,770,571 shares outstanding. CSW proposes to 
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submit the amendment to its stockholders at its 
annual meeting to be held on April 17, 1980. In 
connection therewith, CSW has previously been 
authorized (HCAR No. 21443) to solicit proxies from 
the holders of its common stock. An affirmative vote 
of the holders of a majority of the outstanding shares 
of common stock issued and entitled to vote at the 
annual meeting is required for adoption of the 
amendment. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$89,000, including printing fees of $13,500, transfer 
agent fees of $22,170, legal fees of $3,500, and 
solicitation and forwarding expenses of banks and 
brokers of $33,000. No state or federal commission, 
other thanthis Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21443), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that the 
declaration be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21482/March 20, 1980 


In the Matter of 
CENTRAL AND SOUTH WEST CORPORATION 


Dallas, Texas 
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CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


WEST TEXAS UTILITIES COMPANY 
Abilene, Texas 


CENTRAL AND SOUTH WEST SERVICES, INC. 
Dallas, Texas 


(70-6163) 


ORDER AUTHORIZING INCREASES IN SHORT- 
TERM BORROWING AUTHORIZATIONS AND 
EXTENSIONS THEREOF 


Central and South West Corporation (“CSW”), a 
registered holding company, and five of its 
subsidiaries, Central Power and Light Company 
(“CPL”), Southwest Electric Power Company 
(“SWEPCO”), Public Service Company of Oklahoma 
(“PSO”), West Texas Utilities Company (“WTU”), and 
Central and South West Services, Inc. (“CSWS”), 
have filed with this Commission a post-effective 
amendment to their application-declaration 
previously filed and amended in this matter 
pursuant to Sections 6, 7, 9(a), 10, 12(b) and 12(f) of 
the Public Utility Holding Company Act of 1935 and 
Rules 43, 45 and 50 promulgated thereunder 
concerning the following matter. 


By orders dated June 30, 1978, October 27, 1978, 
March 29, 1979, May 9, 1979, June 14, 1979, July 
19, 1979, July 31, 1979, October 24, 1979 and 
February 5, 1980 in this matter (HCAR Nos. 20608, 
20749, 20978, 21041, 21097, 21150, 21166, 
21269 and 21421), CSW and its subsidiaries were 
authorized to incur short-term borrowings through 
December 31, 1980 in a maximum aggregate 
collective amount of $200,000,000 and in the 
following individual amounts: CSW, $200,000,000; 
CPL, $100,000,000; SWEPCO, $75,000,000; PSO, 
$90,000,000; WTU, $15,000,000; and CSWS, 
$2,000,000. The short-term borrowings are 
pursuant to a CSW System money pool under which 
CSW and its subsidiaries coordinate their short-term 
borrowings and make borrowings outside the money 
pool from banks through the issuance of 
commercial paper. The money pool consists of 
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funds from the following sources: (i) surplus funds of 
CSW; (ii) surplus funds of the subsidiaries; (iii) 
borrowings by CSW or the subsidiaries from banks; 
and (iv) proceeds from CSW’s sales of commercial 
paper. 


CSW administers the money pool by matching up, to 
the extent possible, short-term cash surplus and 
loan requirements of itself and its subsidiaries. 
Subsidiary requests for short-term loans are met 
first from surplus funds of the other subsidiaries 
which are available to the money pool and then from 
CSW’s corporate funds, to the extent available. When 
these sources of funds are insufficient to meet short- 
term loan requests, CSW is authorized to issue and 
sell its commercial paper to commercial paper 
dealers and to certain approved financial 
institutions, and to borrow from banks. 


By post-effective amendment, CSW and _ its 
subsidiaries propose (i) to extend the short-term 
borrowing authorization to December 31, 1981, (ii) 
to increase the aggregate borrowing limitations for 
CSW and CSWS and (iii) to increase a master note 
borrowing limitation. 


Applicants-declarants request that the short-term 
debt limits of CSW be increased to $250,000,000. 
Such funds would be added to the money pool and 
loaned to subsidiaries for the interim financing of 
their capital programs through 1981 and to provide 
for other temporary working capital needs. It further 
is requested that the short-term debt limit of CSWS 
be increased to $4,000,000 due to the expanded 
activities and corresponding increase in 
expenditure levels of CSWS. The aggregate of all 
CSW system short-term borrowings at any one time 
outstanding will not exceed the $250,000,000 
limitation for CSW. 


With regard to the proposed change in a master note 
limitation, CSW currently has authority to borrow 
under such an agreement with Mercantile National 
Bank of Dallas (“Mercantile”) for up to $5,000,000. 
Interest on CSW’s master notes is at a rate equal to 
the highest annual interest rate on 30 to 179 day 
commercial paper placed by a major finance 
company as reported in The Wall Street Journal. 
Mercantile has indicated a willingness to increase 
this agreement to $8,000,000. Due to the 
advantageous cost of this type of borrowing, CSW 
requests authority to increase its maximum master 
note borrowing level with Mercantile to $8,000,000. 
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The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$150. No state or federal commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said post-effective 
amendment to the application-declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21452), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
application-declaration, as amended by said post- 
effective amendment, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended by said post- 
effective amendment, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that certificates 
thereunder shall be filed quarterly. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21483/March 20, 1980 


In the Matter of 


THE SOUTHERN COMPANY 
GEORGIA POWER COMPANY 
PiIEDMONT-FORREST CORPORATION 
Atlanta, Georgia 


ALABAMA POWER COMPANY 

ALABAMA PROPERTY COMPANY 

SOUTHERN ELECTRIC GENERATING COMPANY 
SOUTHERN COMPANY SERVICES, INC. 
Birmingham, Alabama 


GULF POWER COMPANY 
Pensacola, Florida 


MISSISSIPP! POWER COMPANY 
Gulfport, Mississippi 


(70-6407) 


ORDER AUTHORIZING HOLDING COMPANY 
SYSTEM TO ALLOCATE ITS CONSOLIDATED 
INCOME TAX LIABILITY IN A MANNER DIFFERING 
FROM THAT EXCEPTED BY RULE 45 


The Southern Company (“Southern”), a registered 
holding company, and its above-named wholly- 
owned subsidiary companies (collectively, with 
Southern, “The Southern System”) have filed a joint 
declaration and an amendment thereto with this 
Commission pursuant to Section 12(b) of the Public 
Utility Holding Company Act of 1935 (“Act”) and 
Rule 45 promulgated thereunder as applicable to 
the proposed transaction. 


Southern and its subsidiaries join annually in the 
filing of consolidated Federal Income tax returns. 
The consolidated Federal income tax liabilities are 
allocable among the members of The Southern 
System in accordance with the provisions of Section 
1522 of the Internal Revenue Code of 1954 and other 
applicable requirements of Rule 45 under the Act as 
modified by the Commission’s orders of December 
4, 1958, (HCAR No. 13876), March 2, 1961 (HCAR 
No. 14382), April 26, 1963 (HCAR No. 14860), 
March 15, 1976 (HCAR No. 19429), February 4, 
1977 (HCAR No. 19873), June 7, 1978 (HCAR No. 
20582), April 30, 1979 (HCAR No. 21033). 


Under Section 1552(a)(1) as modified by orders of 
the Commission dated April 26, 1963, and March 
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15, 1976, (i) the tax (28%) on consolidated net long- 
term capital gain is apportioned among the group 
members in accordance with the ratio which that 
portion of the consolidated net long-term capital 
gain attributable to each member of the group 
having net long-term capital gain bears to the 
consolidated net long-term capital gain, (ii) the tax 
and surtax (46%) on ordinary income is apportioned 
in accordance with the ratio which that portion of the 
consolidated ordinary taxable income attributable to 
each member of the group having ordinary taxable 
income bears to the consolidated ordinary taxable 
income, and (iii) investment tax credits allowable to 
the group are allocated to those members whose 
investments generated the credits. Under the 
circumstances hereinafter described, certain 
inequities and distortions will result if the allocation 
of the group’s consolidated income tax liabilities for 
1979 is effected pursuant to the provisions of Rule 
45 as set forth above. 


Set forth below are the estimated 1979 separate 
taxable incomes and losses of the members of The 
Southern System (adjusted to take into account the 
consolidation and, thus, comprising in the aggregate 
the consolidated net taxable income). 


Estimated 
Taxable Income 
(Loss) 

$ (7,129,000) 
(43,651 a 


Company 

The Southern Company 
Alabama Power Company 
Alabama Property Company 
Georgia Power Company 
Piedmont-Forrest Corporation 
Gulf Power Company 
Mississippi Power Company 
Southern Electric Generating Company 10, 651, 344 
Southern Company Services, Inc. ...... (108,652) 
Consolidated $61,777,848 





The estimated consolidated income tax before 
investment tax credits is $28,129,179 (excluding 
the estimated minimum tax). In order to allocate 
such consolidated tax liability equitably, the 
Southern System proposes as an exception from the 
provisions of Rule 45, that (i) the reduction in the 
consolidated tax liabilities arising from the net 
operating losses contributed to the consolidated tax 
returns by Alabama Power Company (“Alabama”) be 
allocated in their entirety to Alabama (but that each 
other operating company be allowed to offset its 
liability to Alabama by its full investment credits 
earned), and (ii) that in years when Alabama has 
taxable income and may be entitled to tax credits 
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under the operating loss carryback and carryover 
provisions of Section 172(b) of the 1954 Internal 
Revenue Code, in order to comply with the separate 
return limitations required by Rule 45, any tax 
credits remitted to Alabama as a result of the 
exception from the rule herein requested shall be 
applied to reduce any credits in future years to which 
Alabama may otherwise be entitled under any 
separate return limitations of Rule 45. This method 
of allocation would, of course, continue to be subject 
to the provision contained in sub-paragraph (6)(ii) of 
Rule 45(b) that the aggregate tax liability allocated to 
each subsidiary company should not exceed the 
amount of tax of such company based upon a 
separate return computed as if such company had 
_ always filed its tax return on a separate return basis. 


A comparison of the taxes allocated under the 
method prescribed by Rule 45 and under the 
proposed method is as follows: 


Under Re- 

Under quested 

Rule 45 Method 

(Before Investment Tax Credits) 





The Southern Company $ — $ — 

Alabama Power Company - (20,079,674) 

Alabama Property Company _ _ 

Georgia Power Company 22,544,405 

Piedmont-Forrest Corporation _ ~ 

Gulf Power Company 487,933 

Mississippi Power Company 2,438,415 

Southern Electric Generating 
Company 

Southern Company Services, 
Inc. a — 


38,588,767 


840,492 
4,200,306 


2,658,426 4,579,288 





$28,129,179 $28,129,179 


The fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $4,500, including legal fees of $1,500. 
It is stated that no state or federal regulatory 
authority, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21446), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
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declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21484/March 20, 1980 


In the Matter of 


THE HARTFORD ELECTRIC LIGHT COMPANY 
Berlin, Connecticut 


(70-6423) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AND EXCEPTION FROM 
COMPETITIVE BIDDING 


The Hartford Electric Light Company (“HELCO”) a 
wholly-owned subsidiary of Northeast Utilities, a 
registered holding company, has filed an 
application-declaration with this Commission 
pursuant to Section 6(b) of the Public Utility Holding 
Company Act of 1935 (“Act”), and Rule 50(a)(2) 
promulgated thereunder as applicable to the 
following transaction. 


HELCO proposes to issue and sell at private sale to 
institutional investors up to $10,000,000 principal 
amount of its 13.35% First Mortgage Bonds, 1980 
Series, due March 1, 1990 (“Bonds”). The terms of 
the Bonds have been negotiated directly with the 
proposed purchasers; HELCO states that the issue 
and sale of the Bonds will be exempt from the 
competitive bidding requirements of Rule 50 
pursuant to clause (a)(2) thereof. The Bonds will be 
sold at 100% of the principal amount thereof, will 
mature on March 1, 1990, and shall bear interest 
from the date of issuance, payable semiannually of 
the first day of September and the first day of March 
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in each year beginning September 1, 1980, at the 
rate of 13.35% per annum until the principal amount 
thereof shall be due and payable, and thereafter at a 
rate equal to the lesser of the highest rate allowed by 
applicable law or 14.35% per annum. 


The Bonds will be issued under the First Mortgage 
Indenture and Deed of Trust dated as of January 1, 
1958, between HELCO and the First National Bank of 
Boston, Successor Trustee, as _ heretofore 
supplemented and amended by various indentures 
supplemental thereto, and as to be further 
supplemented by a Seventeenth Supplemental 
Mortgage Indenture dated as of March 1, 1980, 
setting out the terms of the Bonds. The terms will 
include provisions that no Bond shall be redeemed 
(1) for any purpose prior to March 1, 1985; or (2) at 
any time on or after March 1, 1985 prior to March 1, 
1988, if such redemption is for the purpose of or in 
anticipation of refunding such Bond through the use 
directly or indirectly, of borrowed funds or a 
preferred stock issue (a) at an effective cost to 
HELCO (computed in accordance with generally 
accepted financial principles) less than the interest 
rate of the Bonds, or (b) having a weighted average 
life to maturity less than that of the Bonds; and (3) 
that on and after March 1, 1988 up to one-half of the 
initial aggregate principal amount of the Bonds may 
be redeemed by HELCO in multiples of $50,000 
pursuant to one or more such refundings. HELCO 
has stated that the purchaser is unwilling to 
purchase the Bonds in the absence of the aforesaid 
redemption and refunding protection. 


The net proceeds from the sale of the Bonds will be 
used to repay an equal principal amount of short- 
term borrowings, estimated to total approximately 
$56,500,000 at the time of such sale, which were 
incurred to finance HELCO’s construction program. 
HELCO’s 1980 construction program expenditures 
are estimated to total $66,400,000, which includes 
$2,200,000 for nuclear fuel. In addition to the sale of 
the Bonds and internal cash generation, the 
Company expects to effect additional preferred 
stock (and possibly additional first mortgage bond) 
financing in 1980 to finance the completion of its 
1980 construction program and to meet bond 
maturity and sinking fund requirements of 
$12,715,000 in 1980. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated to total $75,000, including legal fees of 
$45,000, trustee’s fees of $14,000, and 
miscellaneous expenses of $10,000. The proposed 
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issuance and sale of Bonds by HELCO has been 
approved by the Connecticut Division of Public 
Utility Control. No other state commission and no 
federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said application- 
declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 21440), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and rules 
thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 558/March 18, 1980 


The Securities and Exchange Commission has 
issued an order under the Trust Indenture Act on 
application of Chrysler Financial Corporation that 
the trusteeship of United States Trust Company of 
New York (“U.S. Trust”) under one indenture and 
successor trusteeship under five indentures of 
Chrysler Financial Corporation is not so likely to 
involve a material conflict of interest as to make it 
necessary to disqualify U.S. Trust from acting as 
trustee. 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11086 


NOTICE TO PERIODIC PAYMENT PLAN 
CERTIFICATE HOLDERS OF RIGHT OF 
WITHDRAWAL 


ACTION: Final rule. 


SUMMARY: The Commission today is adopting a 
technical amendment to the form which provides 
the notice to periodic plan certificate holders of their 
right of withdrawal with respect to periodic payment 
plan certificates. The revised notice permits clearer 
disclosure of the various charges which have been 
deducted prior to the sending of the notice when the 
certificate holder has made a number of monthly 
payments or their equivalent as an_ initial 
investment. 


EFFECTIVE DATE: April 23, 1980. 

FOR FURTHER INFORMATION CONTACT: 
Mark Mackey, Esq. 

Marsha Gilman 

Investment Company Act Study Group 


Division of Investment Management 
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Securities and Exchange Commission 
500 North Capitol Street 
Washington, D.C. 20549 


SUPPLEMENTARY INFORMATION: The 
Commission today adopted a technical amendment 
to form N-27F-1 [17 CFR 274.127f-1] contained :in 
rule 27f-1 [17 CFR 270.27f-1] under the Investment 
Company Act of 1940 [15 U.S.C. 80a-1 et seq.] 
(“Act”), which is the notice required to be sent to 
periodic payment plan certificate holders informing 
them of their right to withdraw from such plan within 
45 days from the date of such notice. The 
amendment clarifies the charges which have been 
deducted prior to the sending of the notice when the 
certificate holder has made a number of payments 
as an initial investment. This amendment was 
developed by the Division of Investment 
Management's Investment Company Act Study 
Group in the context of its re-examination of the 
regulation of investment companies. 


DISCUSSION 
Contractual plans are periodic payment plans for 
accumulating particular securities in which 
purchasers agree to invest a specific sum of money, 
usually monthly, for a period of years.' Generally, 


one-half of these certificate holders’ first 12 monthly 
payments or their equivalent are deducted as a 
“front-end” sales load. 


In 1970, Congress—having found that “over half of 
all contractual plan investors fail to complete their 
payments on schedule and thus usually pay 
excessive sales charges’”*—adopted section 27(f) 
[15 U.S.C. 80a-27(f)], in part, to establish a period of 
45 days in which a certificate holder may surrender 
his certificate and receive a specified refund. 
Section 27(f), in part, requires that notice of this 
right of withdrawal and a statement of charges to be 
deducted from the projected payments on the 
certificate must be mailed to each certificate holder 
by the custodian bank for such plan within 60 days of 
the certificate’s issuance. That section, in part, also 
authorizes the Commission to make rules specifying 
the method, form, and contents of such notice. 





'The term “periodic payment plan certificate” is 
defined in section 2(a)(27) [15 U.S.C. 80a-2(a)(27)]. 


*Sen. Rep. No. 184, 91st Cong., 1st Sess. 9 (1969). 
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Accordingly, in 1971 the Commission promulgated 
form N-27F-1 under the Act, the notice to periodic 
payment plan certificate holders of the 45-day 
withdrawal right with respect to periodic payment 
plan certificates.* Having reviewed the form, the 
Commission has determined to make a technical 
modification of its text. 


The Commission recognizes that the form’s existing 
language may be confusing to a certificate holder 
who has made the equivalent of more than one 
monthly payment as an initial investment in the 
plan. Accordingly, it hereby amends the second 
paragraph of the form and certain related 
instructions thereto. The Commission believes that 
no other modifications of form N-27F-1 are 
necessary or appropriate at this time.* 


AUTHORITY, EFFECTIVE DATE 


The Commission amends form N-27F-1 pursuant to 
sections 6(c) and 38(a) of the Act [15 U.S.C. 80a- 
6(c) and 80a-37(a)] andéection 27(f) of the Act. The 
Commission considers this amendment to be 
technical, rather than substantive, modification. 
Accordingly, it finds that notice and procedures 
specified under 5 U.S.C. 553 are unnecessary. 


The amendment shall be effective April 23, 1980. 
TEXT OF AMENDED RULE 


The Commission hereby amends 17 CFR Chapter II 
as follows: 


PART 270—RULES AND REGULATIONS, 
INVESTMENT COMPANY ACT OF 1940 


1. By revising Form N-27F-1 in paragraph (d) of 
§270.27f-1 to read as follows: 





3Investment Company Act Release No. 6600 (Jul. 2, 
1971), 36 FR 13134 (Jul. 15, 1971), which was 
technically amended in Investment Company Act 
Release No. 7152 (May 2, 1972), 37 FR 9900 (May 
18, 1972). 


‘In view of the obvious significance of an investor's 
decision of whether to withdraw from a plan, andthe 
lack of any express anti-fraud provisions in section 
27(f) of the Act, the Commission will consider any 
deviation from the exact text mandated by amended 
form N-27F-1 as a very serious matter warranting 
appropriate enforcement action. 
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§270.27f-1 Notice of right of withdrawal required to 
be mailed to periodic payment plan certificate 
holders and exemption from section 27(f) for certain 
periodic payment plan certificates. 


* * KOK OK 


Form N-27F-1 NOTICE TO PERIODIC PAYMENT 
PLAN CERTIFICATE HOLDERS OF 45-DAY 
WITHDRAWAL RIGHT WITH RESPECT TO PERIODIC 
PAYMENT PLAN CERTIFICATES 


IMPORTANT 
(Date of mailing) 
Re: — (1) — 


Dear —— (2) ——-: This notice is required to be sent 
to a!l purchasers of plan certificates pursuant to laws 
administered by the U.S. Securities and Exchange 
Commission. You should read it carefully and retain 
it with your financial records. 


Of the $——(3)—— you have paid on your —— (4) — 
— plan, representing —— (5) —— regular monthly 
payments, $—— (6) —— or —— (7) —— percent has 
been deducted for various charges. 


[The following sentence is to be included when any 
periodic paynent remains outstanding in which the 
sales load charges exceed 9 percent of such 
payment.] A total of $—— (8) —— or ——(9)—— 


percent of your first —— (10) —— monthly 
payments will be deducted from those payments for 
similar charges. 


Charges of $——(11)—— or ——(12)—— percent 
will be deducted from each subsequent payment. 
You have until ——(13)—— to surrender your cer- 
tificate for any reason and receive a refund of all of 
the charges which have been deducted from your 
payments, and, in addition, the value of your account 
on the date your certificate is received. 


In determining whether or not to exercise your right 
you should consider, among other things, the 
projected cost of your investment and your ability 
to make the scheduled payments over the life of your 
plan as they become due. Your plan provides for —— 
(14) —— payments of $ —— (15) —— per —— 
(16)—~—, or total payments of $ —— (17) ——. If you 
made all of the scheduled payments over the full 
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term of your plan, the total deductions would be $— 
—(18)—— or an effective charge of ——(19)—— 
percent of your total payments. However, if you do 
not complete your program, the deduction of various 
charges from your initial payments will result in your 
paying effective charges in excess of that rate. Fora 
more complete description of the charges deducted 
under your plan, carefully review your prospectus. 


If you wish to exercise your right of withdrawal, 
return your plan certificate to —— (20) —— by —— 
(21) —— in accordance with the enclosed 
instructions. 


Very truly yours, 
able CRRy ain 
INSTRUCTIONS FOR USE OF FORM N-27F-1 


General instructions. A. The notice shall be legible 
and shall be printed or typed on letter-size paper. It 
shall be in modern type at least as large as 10-point 
modern type. All type shall be leaded at least 2 
points. Parenthetical references should be 
completed in accordance with the Itemized 
Instructions below and need not be underlined or 
boldfaced. 


B. The notice shall bear the letterhead of the sender 
and the mailing date. An inconspicuous reference to 
the form number may appear on the notice. 


Itemized instructions. Insert the following in the 
corresponding numbered spaces on Form N-27F-1. 


(1) The name of the plan and the account number of 
the certificate holder. An additional internal record 
keeping reference may also be included at the 
option of the sender. 


(2) The name of certificate holder or an 
identification such as “Investor” or “Planholder.” 


(3) The total amount paid by the certificate holder as 
of the date of the mailing. 


(4) The name of the plan. 

(5) The number of regular monthly payments or their 
equivalent made by the certificate holder as of the 
date of mailing. 


(6) The total amount deducted for all charges from 
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the amount paid by the certificate holder as of the 
date of the mailing. 


(7) The percentage that the total charges set forth in 
Item (6) are of the total payments included under 
Item (3) above. 


(8) The total dollar amount of all charges scheduled 
to be deducted from the payments made by the 
certificate holder before the first regular payment 
upon which there would be a reduction in the rate of 
the applicable sales charge below 9 percent of the 
certificate holder's gross payment. 


(9) The percentage that the total charges set forth in 
Item 8 are of the total payments included under 
Instruction 8 above. 


(10) The number of regular monthly payments 
required to be made before the rate of the sales 
charges deducted from such regular payment is 
reduced to less than 9 percent of the certificate 
holder's gross payment. 


(11) The dollar amount of the charges to be 
deducted from each payment made by the 
certificate holder after the first regular payment 
upon which there would be a reduction in the rate of 
the applicable sales charge below 9 percent of the 
certificate holder’s gross amount. If a portion of the 
payments is used for the purchase of completion 
insurance, the amount attributable thereto shall not 
be included as a charge and the following phrase 
shall be added: “Apart from insurance premiums 
based upon the amount of coverage in effect at the 
time of payment.” 


(12) The percentage that the amount of the charges 
set forth in Item 11 are of the amount of the payment 
included under Instruction 11 above. 


(13) The date which is 45 days from the date on 
which the notice will be mailed. 


(14) The number of monthly or quarterly payments 
provided for under the plan. 


(15) The dollar amount of each scheduled periodic 
payment to be made by the certificate holder. 


(16) The periodic (e.g., month, quarter) for which 
payments are scheduled to be made under the plan. 


(17) The dollar amount of total payments scheduled 
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to be made over the full term of the plan by the 
certificate holder. 


(18) The total dollar amount of all charges 
scheduled to be deducted over the full term of the 
plan. 


(19) The percentage that the total charges as set 
forth in Item 18 are of the total payments scheduled 
to be made by the certificate holder over the full term 
of the plan. 


(20) The name and address of the custodian bank or 
other person authorized to accept surrendered 
certificates. 


(21) The date which is 45 days from the date on 
which the notice will be mailed. 


(22) The name of a responsible officer of the sender 
with his title. 


PART 274—FORMS PRESCRIBED UNDER THE 
INVESTMENT COMPANY ACT OF 1940 


2. By amending §274.127f-1 to read as follows: 


§274.127f-1 Form N-27F-1, notice to periodic 
payment plan certificate holders of 45-day 
withdrawal right with respect to periodic payment 
plan certificates. 


This form is to be reproduced by the issuer or any 
depositor of or underwriter for such issuer and will 
not be available at the Securities and Exchange 
Commission. For required text of the form see 
paragraph (d) of §270.27f-1 of this chapter. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11087/March 14, 1980 


In the Matter of 


D. L. BABSON MONEY MARKET FUND, INC. 
2440 Pershing Road 
Kansas City, Missouri 64108 


(812-4578) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR ORDER OF EXEMPTION FROM 
RULES 2a-4 AND 22c-1 UNDER THE ACT 


NOTICE IS HEREBY GIVEN that D. L. Babson Money 
Market Fund (‘Applicant’), registered under the 
Investment Company Act of 1940 (“Act”) as an 
open-end, diversified management investment 
company, filed an application on December 5, 1979, 
and an amendment thereto on February 14, 1980, 
for an order of the Commission, pursuant to Section 
6(c) of the Act, exempting Applicant from the 
provisions of Rules 2a-4 and 22c-1 under the Act to 
the extent necessary to permit Applicant to compute 
its net asset value per share for the purposes of 
sales, redemptions and repurchases of its shares to 
the nearest one cent on a share value of one dollar. 
Applicant represents that in all other respects its 
portfolio securities will be valued in accordance with 
the views of the Commission set forth in Investment 
Company Act Release No. 9786 (May 31, 1977) (“IC- 
9786"). All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicant is a corporation incorporated under the 
laws of the State of Maryland on October 19, 1979. 
Applicant states that its investment objective is to 
invest in high quality short term debt instruments for 
the purpose of maximizing income to the extent 
consistent with the safety of principal and the 
maintenance of liquidity. Applicant intends to invest 
exclusively in marketable securities issued or 
guaranteed by the United States Government or its 
agencies or instrumentalities, certificates of deposit, 
bankers’ acceptances and other commercial bank 
short-term obligations, commercial paper, including 
variable rate master demand notes, short-term 
corporate debt securities, savings and loan 
association obligations, and repurchase 
agreements. Applicant is permitted to invest in a 
diversified portfolio of money market securities, 
90% of which will have a stated maturity of not more 
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than one year from the date of settlement for the 
security. 


Applicant states that, except as provided in the 
application, its portfolio securities will be valued in 
accordance with the views of the Commission as set 
forth in IC-9786. In calculating its total net assets to 
determine the offering price of its shares each day, 
Applicant indicates that it intends to value all of its 
portfolio securities which, on the date of valuation, 
have sixty days or less to maturity, onthe basis of the 
amortized cost valuation technique. Applicant 
further states that portfolio securities which on the 
date of valuation have remaining maturities in 
excess of sixty days and for which market quotations 
are readily available are valued at the mean between 
the most recent bid and asked prices as obtained 
from one or more major market makers for such 
securities. If market quotations are not readily 
available, Applicant will value such securities at 
their value as determined in good faith in 
accordance with consistently applied procedures 
established by and under the general supervision of 
Applicant's Board of Directors. 


Rule 22c-1 under the Act provides, in part, that no 
registered investment company issuing any 
redeemable security shall sell, redeem, or 
repurchase any such security except at a price 
based on the current net asset value of such security 
which is next computed after receipt of a tender of 
such security for redemption or of an order to 
purchase or sell such security. Rule 2a-4 under the 
Act provides, as here relevant, that “current net 
asset value” of a redeemable security issued by a 
registered investment company used in computing 
its price for the purposes of distribution and 
redemption shall be determined with reference to 
(1) current market value for portfolio securities with 
respect to which market quotations are readily 
available and (2) for other securities and assets, fair 
market value as determined in good faith by the 
board of directors of the registered company. In IC- 
9786 the Commission expressed its view that it is 
inconsistent with Rule 2a-4 for certain money 
market funds to “round-off” calculations of their net 
asset value per share to the nearest one cent on a 
share value of $1.00, because such a calculation 
might have the effect of masking the impact of 
changing values of portfolio securities and therefore 
might not “reflect” its portfolio valuation as required 
by Rule 2a-4. 


Section 6(c) of the Act provides, in part, that the 
Commission may, upon application, exempt any 
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person, security, or transaction or any class or 
classes of persons, securities or transactions from 
any provision or provisions of the Act and the Rules 
thereunder, if and to the extent that such exemption 
is necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


Applicant states that it wishes to attract individual 
and institutional investors. Applicant alleges that it 
understands that many of these investors require a 
money market fund which maintains a constant net 
asset value per share and pays dividends which do 
not fluctuate on account of daily changes in the 
values of its portfolio securities. Applicant states that 
computing the net asset value per share to the 
nearest one cent on a share value of $1.00 will 
eliminate the periodic fluctuation in Applicant’s net 
asset value per share which may occur and which 
may well cause Applicant’s shareholders at the 
appropriate time to realize unwanted nominal 
capital gains and losses upon redemption of their 
shares. Applicant further provides that its Board of 
Directors have determined in good faith that this 
method of calculating the net asset value per share 
under such circumstances is appropriate and will be 
in the best interests of Applicant’s shareholders. 


Applicant represents that, to the extent necessary, 
Applicant’s Board of Directors will consider the 
advisability of temporarily suspending payment of 
dividends, or making a capital gains or other 
distribution, to maintain a $1.00 price per share, if 
the net asset value per share declines to a value 
below $.996 or rises to a value of above $1.004, 
respectively. In addition, Applicant states that to 
maintain the stability of its price per share Applicant 
will adhere to the following conditions: 


1. The Board of Directors of Applicant, in supervising 
Applicant’s operations and delegating special 
responsibilities involving portfolio management to 
Applicant’s investment adviser, undertake—as a 
particular responsibility within the overall duty of 
care owed to Applicant’s shareholders—to assure to 
the extent reasonably practicable taking into 
account current market conditions affecting 
Applicant's investment objective, that the price per 
share of Applicant’s shares as computed for 
purposes of distribution, redemption and 
repurchase, rounded to the nearest one cent, will not 
deviate from $1.00; 


2. Applicant will maintain a dollar-weighted average 
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portfolio maturity appropriate to its objectives of 
maintaining a stable price per share, and Applicant 
will not (i) purchase an instrument with a remaining 
maturity of greater than one year or (ii) maintain a 
dollar-weighted average portfolio maturity in excess 
of 120 days; and 


3. Applicant will limit its portfolio investments, 
including repurchase agreements, to those U.S. 
dollar denominated instruments which the Board of 
Directors determines present minimal credit risks, 
and which are of “high quality” as determined by any 
major rating service or, in the case of any instrument 
that is not rated, of comparable quality as 
determined by the Board of Directors. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 7, 1980, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Excharge 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant(s) at the address(es) stated above. 
Proof of such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11088/March 14, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6200/March 14, 1980 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11089/March 14, 1980 


In the Matter of 


BARCLAYS BANK INTERNATIONAL LIMITED 
c/o Paul B. Ford, Jr., Esq. 

Simpson Thacher and Bartlett 

One Battery Park Plaza 

New York, New York 10004 


(812-4501) 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 


EXEMPTING APPLICANT FROM ALL PROVISIONS OF 
THE ACT 


Barclays Bank International Limited (‘Applicant’) 


filed an application on July 9, 1979, and 
amendments thereto on January 14, 1980, and 
February 4, 1980, for an order of the Commission 
pursuant to Section 6(c) of the Investment Company 
Act of 1940 (“Act”) exempting Applicant from all 
provisions of the Act. 


On February 15, 1980, a notice was issued of the 
filing of said application (Investment Company Act 
Release No. 11051). The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order would be issued as of course 
unless a hearing should be ordered. No request fora 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the exemption requested pursuant to 
Section 6(c) of the Act is appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from. all 
provisions of the Act be, and hereby is, granted, 
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effective forthwith, subject to the following 
conditions: 1) Applicant will ensure that each offeree 
of its presently proposed offering of commercial 
paper notes will be provided with a memorandum 
describing its business and containing its most 
recent publicly available financial statements and 
will also include a description of material differences 
between United States and United Kingdom 
generally accepted accounting principles; such 
memorandum will be at least as comprehensive as 
memoranda which are customarily used in 
connection with the issuance of commercial paper 
in the United States; such memorandum will be 
updated periodically and at least annually to reflect 
material changes in Applicant's financial position, 
and 2) Applicant will provide each offeree of any 
future offering of its long-term debt securities in the 
United States not requiring registration under the 
Securities Act of 1933 with a memorandum at least 
as comprehensive in its description of Applicant as 
memoranda customarily used in such offerings of 
long-term debt securities in the United States. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 11090/March 14, 1980 


In the Matter of 


BARCLAYS BANK LIMITED 
c/o Paul B. Ford, Jr., Esq. 
Simpson Thacher and Bartlett 
One Battery Park Plaza 

New York, New York 10004 


(812-4502) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS OF 
THE ACT 


Barclays Bank Limited (‘Applicant’) filed an 
application on July 9, 1979, and amendments 
thereto on January 14, 1980, and February 4, 1980, 
for an order of the Commission pursuant to Section 
6(c) of the Investment Company Act of 1940 (“Act”) 
exempting Applicant from all provisioins of the Act. 
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On February 15, 1980, a notice was issued of the 
filing of said application (Investment Company Act 
Release No. 11052). The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the exemption requested pursuant to 
Section 6(c) of the Act is appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from. all 
provisions of the Act be, and hereby is, granted, 
effective forthwith, subject to the following 
conditions: 1) Applicant will ensure that each offeree 
of its presently proposed offering of commercial 
paper notes will be provided with a memorandum 
describing its business and containing its most 
recent publicly available financial statements and 
will also include a description of material differences 
between United States and United Kingdom 
generally accepted accounting principles; such 
memorandum will be at least as comprehensive as 
memoranda which are customarily used in 
connection with the issuance of commercial paper 
in the United States; such memorandum will be 
updated periodically and at least annually to reflect 
material changes in Applicant’s financial position, 
and 2) Applicant will provide each offeree of any 
future offering of its long-term debt securities in the 
United States not requiring registration under the 
Securities Act of 1933 with a memorandum at least 
as comprehensive in its description of Applicant as 
memoranda customarily used in such offerings of 
long-term debt securities in the United States. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11091/March 14, 1980 


In the Matter of 


INVESTORS MUTUAL, INC. 

INVESTORS STOCK FUND, INC. 
INVESTORS SELECTIVE FUND, INC. 
INVESTORS VARIABLE PAYMENT FUND, INC. 
IDS NEW DIMENSIONS FUND, INC. 

IDS PROGRESSIVE FUND, INC. 

IDS BOND FUND, INC. 

IDS CASH MANAGEMENT FUND, INC. 
IDS TAX-EXEMPT BOND FUND, INC. 

IDS HIGH YIELD TAX-EXEMPT FUND, INC. 
IDS GROWTH FUND, INC. 

1000 Roanoke Building 

Minneapolis, Minnesota 55402 


and 


INVESTORS DIVERSIFIED SERVICES, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-4403) 


NOTICE OF FILING OF AN APPLICATION FOR AN 
ORDER AMENDING A PREVIOUS ORDER GRANTING 
EXEMPTION FROM THE PROVISIONS OF SECTION 
22(d) AND RULE 22d-1 THEREUNDER PURSUANT 
TO SECTION 6(c) OF THE ACT AND PERMITTING 
OFFERS OF EXCHANGE PURSUANT TO SECTION 
11(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that Investors Mutual, 


Inc. (‘Mutual’), Investors Steck Fund, Inc. 
(‘Stock’), Investors Selective Fund, Inc. 
(“Selective”), Investors Variable Payment Fund, Inc. 
(“Variable”), IDS New Dimensions Fund, Inc. (“New 
Dimensions”), IDS Progressive Fund, Inc. 
(“Progressive”), IDS Bond Fund, Inc. (‘Bond’), IDS 
Cash Management Fund, Inc. (‘‘Cash 
Management”), IDS Tax-Exempt Bond Fund, Inc. 
(“Tax-Exempt”), IDS High Yield Tax-Exempt Bond 
Fund, Inc. (“High Yield”) and IDS Growth Fund Inc. 
(“Growth”) (collectively referred to as “the Funds’), 
open-end management investment companies 
registered under the Investment Company Act of 
1940 (‘Act’), and Investors Diversified Services, Inc. 
(“IDS”), each Fund's investment adviser and 
principal underwriter (collectively referred to with 
the Funds as “Applicants”), filed an application on 
February 11, 1980, and an amendment thereto on 
March 3, 1980, requesting an order of the 
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Commission amending in the manner described 
below an earlier order of the Commission dated 
November 27, 1979 (Investment Company Act 
Release No. 10954). This earlier amended order, 
pursuant to Section 11(a) of the Act, permitted 
certain transfers among the Funds on a basis other 
than their relative net asset value per share at the 
time of transfer and, pursuant to Section 6(c) of the 
Act, exempted such transfers from the provisions of 
Section 22(d) of the Act and Rule 22d-1 thereunder. 
All interested persons are referred to the application 
on file with the Commission for a statement of the 
representations contained therein, which are 
summarized below. 


IDS, as principal underwriter for the Funds, 
maintains a continuous public offering of shares of 
each of the Funds at their respective net asset value 
plus a sales charge. On purchases of less than 
$15,000, the sales charge is 3-1/2% for Bond, 7% for 
Selective, and 8% for Mutual, Stock, Variable, New 
Dimensions, Progressive and Growth. Tax-Exempt 
and High Yield have a 4% sales charge on purchases 
of less than $50,000. For each of the Funds, the sales 
charge is reduced on larger purchases, except Bond 
which has a level 3-1/2% sales charge. There is no 
sales charge for purchases of Cash Management. All 
of the Funds, except Bond, permit reinvestment of 
dividends and capital gains distributions without 
payment of a sales charge. 


Applicants state that on June 20, 1979, and 
November 27, 1979, the Commission entered 
orders pursuant to Section 1ll(a) of the Act 
permitting transfers among the Funds on a basis 
other than their relative net asset values and, 
pursuant to Section 6(c) of the Act, exempting such 
transfers from the provisions of Section 22(d) of the 
Act and Rule 22d-1 thereunder (Investment 
Company Act Release Nos. 10742 and 10954, 
respectively). According to the application, the 
shareholders of Mutual, Stock, Variable, 
Progressive, New Dimensions and Growth currently 
have the privilege of transferring their shares into 
shares of each of the Funds, except Bond, at net 
asset value without paying a sales charge. 
Applicants further state that the shareholders of 
Selective, Bond, Tax-Exempt and High Yield who 
have held their shares for eight months or more have 
the same transfer privilege described above, except 
that shareholders of High Yield, Selective and Tax- 
Exempt may transfer their shares at net asset value 
into Tax-Exempt or High Yield at any time. 


Applicants further represent that the shareholders 
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of each of the Funds, except Cash Management, who 
have held their shares for less than eight months 
may transfer into Bond upon paying an additional 
sales charge. Shareholders of Bond, Tax-Exempt 
and High Yield who have held their shares for less 
than eight months have the privilege of transferring 
into Mutual, Stock, Variable, Progressive, New 
Dimensions, Tax-Exempt, Selective and High Yield 
upon paying an additional sales charge. Applicants 
further state that shareholders of Selective who have 
held their shares for less than eight months may 
transfer into Mutual, Stock, Variable, Progressive 
and New Dimensions upon paying an additional 
sales charge. In each instance the additional sales 
charge, if any, assessed on these transfers will be 
equal to the difference between the sales charge 
actually paid and the sales charge that would have 
been paid had the original investment been in the 
Fund into which the subsequent transfer was made. 
No transfers are presently permitted into Cash 
Management and Growth by shareholders of 
Selective, Bond, Tax-Exempt and High Yield who 
have held their shares less than eight months. 


Shareholders of Cash Management who acquire 
their shares with redemption proceeds from one of 
the other Funds may transfer their shares into shares 
of each of the Funds at net asset value without paying 


a sales charge. Applicant further states, however, 
that those shareholders of Cash Management 
seeking to transfer into Bond who acquired their 
shares: (1) with proceeds redeemed from one of the 
other Funds where the sales charge assessed by the 
other Fund is less than the charge that would have 
been assessed had the investment been in Bond 
originally; and (2) with proceeds redeemed from one 
of the other Funds where the time span invested in 
Cash Management plus the time span of any prior 
investment in such Fund is less than eight months 
must pay an additional sales charge upon 
transferring into Bond. Applicants represent that in 
all instances, the additional sales charge assessed 
by Bond on these transfers will be equal to the 
difference between the sales charge actually paid 
and the sales charge that would have been paid had 
the investment been made in Bond originally. 
Shares of Cash Management that were purchased 
directly may be redeemed and the redemption 
proceeds invested in shares of each of the Funds by 
paying the applicable sales charge. Shares of Cash 
Management that were acquired with the 
redemption proceeds from one of the other Funds 
will be transferred first. 


Applicants now propose to permit shareholders of 
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Selective, Tax-Exempt, High Yield and Bond who 
have held their shares for less than eight months to 
transfer into Growth upon paying an additional sales 
charge. Applicants state that the purpose of the 
transfer privileges and the eight-month holding 
restriction, where applicable, is to discourage 
attempts to circumvent the higher sales charges that 
could occur were an investor to purchase shares of 
Selective, Tax-Exempt, High Yield, and Bond, which 
have a lower sales charge and, subsequently, 
transfer such shares at net asset value for shares in 
Growth, which imposes a higher sales charge than 
the Fund originally purchased. Applicants represent 
that in all instances, the additional sales charge, if 
any, assessed by Growth on these transfers will be 
equal to the difference between the sales charge 
actually paid and the sales charge that would have 
been paid had the investment been made in Growth 
originally. Appropriate disclosure of the terms of the 
proposed transfer privileges will be made in the 
prospectuses of each of the Funds. 


Applicants further represent that pursuant to the 
distribution agreements between IDS and each of 
the Funds, except Cash Management, IDS receives a 
sales charge equal to the difference between the 
total amount received upon each sale of shares and 
the net asset value of such shares at the time of sale, 
a portion of which is paid to IDS sales 
representatives as commissions. With respect to 
those transfers described above which involve the 
payment of any additional sales charge, Applicants 
state that IDS will pay to the applicable sales 
representative that portion of the additional sales 
charge which he would have received if the sale of 
shares of the higher load Fund had been made 
initially. Applicants further note that Bond imposes a 
sales charge for reinvested dividends by 
shareholders of Bond, which could result in the 
payment of an additional commission to the IDS 
sales representative who helped with the transfer. 
Applicants assert, however, that since the dividend 
reinvestment is a new Sale which, technically, is not 
included in the original transfer, and that in many 
cases the customer calls the IDS sales 
representative to help with such dividend 
reinvestment, it is appropriate to reimburse such 
sale representative for his effort. Applicants further 
state that they believe that there is not sufficient 
financial incentive for an|DS sales representative to 
initiate such transfers for his own benefit. Applicants 
represent that IDS has established sufficient 
internal monitoring and review procedures to ensure 
that such transfers are made at the request of the 
customer and not for the IDS sales representative's 
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personal gain (including monitoring the frequency 
of transfers handled by individual representatives.) 


Section 11(a) of the Act provides that it shall be 
unlawful for any registered open-end company or 
any principal underwriter for such company to 
make, or cause to be made, an offer to the 
shareholder of a security of such company or of any 
other open-end investment company to exchange 
his security for a security in the same or another 
such company on any basis other than the relative 
net asset value of the respective securities to be 
exchanged unless the terms of the offer have first 
been submitted to and approved by the 
Commission. 


Section 22(d) of the Act provides, in pertinent part, 
that no registered investment company or principal 
underwriter thereof shall sell any redeemable 
security issued by such company to any person 
except at a current public offering price described in 
the prospectus. The sales charge described in the 
prospectus of each of the Funds is normally greater 
than the sales charge which would be applicable toa 
proposed transfer. Rule 22d-1 permits certain 
variations in sales load, none of which it is alleged 
are applicable to the proposed transfer privileges. 


Section 6(c) provides, in pertinent part, that the 
Commission, by order upon application, may 
conditionally or unconditionally exempt any person, 
security or transaction or any class or classes of 
persons, securities or transactions from any 
provision of the Act or of any rule or regulation under 
the Act, if and to the extent such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


On the basis of the foregoing, Applicants submit that 
the proposed exemption is appropriate in the public 
interest and consistent with the protection of 
investors and purposes fairly intended by the 
policies and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 7, 1980, at 5:30 
p.m., submit to the Commission in writing, a request 
for a hearing on the application accompanied by a 
statement as tothe nature of his interest, the reasons 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
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be addressed: Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the 
addresses stated above. Proof of such service (by 
affidavit, or in the case of an attorney-at-law by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as 
of course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons, who request a 
hearing or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11092/March 17, 1980 


In the Matter of 


SOCIETE GENERALE NORTH AMERICA, INC. 
c/o William F. Kroener, Ill, Esq. 

Davis Polk & Wardwell 

One Chase Manhattan Plaza 

New York, New York 10005 


(812-4608) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING THE APPLICANT FROM ALL 
PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Societe Generale 
North America, Inc. (‘Applicant’), filed an 
application on February 1, 1980, and an amendment 
thereto on March 3, 1980, for an order of the 
Commission pursuant to Section 6(c) of the 
Investment Company Act of 1940 (the “Act”) 
exempting Applicant from all provisions of the Act. 
All interested persons are referred to the application 
on file with the Commission for a statement of the 
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representations contained therein, which are 
summarized below. 


Applicant states that it was organized under the laws 
of the state of Delaware on January 25, 1980, solely 
for the purposes described more fully below. 
According to the application, all of Applicant’s 
outstanding shares of capital stock were purchased 
for $10,000 by Societe Generale pour favoriser le 
developpement du Commerce et de |’Industrie en 
France (“Societe Generale”), a French commercial 
bank. It is further stated that no other common or 
Capital stock will be issued, and that to the extent 
Applicant’s capital is not needed to meet expenses, 
it will be placed on deposit with, or loaned to Societe 
Generale. In connection with a proposed issuance of 
commercial paper in the United States, Societe 
Generale filed an application for an order of the 
Commission pursuant to Section 6(c) of the Act 
exempting Societe Generale from all provisions of 
the Act, which was granted on August 7, 1979 
(Investment Company Act Release No. 10815). The 
pending application states that if commercial paper 
were issued directly by Societe Generale, a French 
withholding tax could be imposed on payments 
constituting interest onthe commercial paper nctes. 
It is further stated that if a French withholding tax 
were imposed, Societe Generale’s commercial 
paper, to be marketable, would have to bear a higher 
interest rate than commercial paper of similar 
maturities with a similar credit rating, the interest 
payments on which were not subject to withholding 
tax. 


Applicant asserts that many potential investors 
would be reluctant to purchase commercial paper 
subject to withholding tax because of the 
uncertainties and paperwork involved to claim a 
refund of the tax withheld. The application states 
that, unlike Societe Generale, certain other foreign 
bank commercial paper issuers may issue 
commercial paper not subject to the above 
withholding tax. Thus, Societe Generale has 
organized Applicant to act solely as a vehicle 
through which Societe Generale could obtain funds 
in the United States through the sale by Applicant of 
commercial paper unconditionally guaranteed by 
Societe Generale by means of a guaranty, keep-well 
arrangement, back to back loan or otherwise. 
Applicant contemplates that substantially all of its 
assets (other than cash) in the future will be deposits 
with or loans to Societe Generale. The application 
states that the holders of the notes could be 
considered holders of obligations of Societe 
Generale. Certain information with respect to 
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Societe Generale, including a description of its 
business and French banking regulation, is included 
in Societe Generale’s application for an exemption 
from all provisions of the Act, and is summarized in 
Investment Company Act Rel. No. 10769. 


According to the application, upon full 
implementation of the International Banking Act of 
1978, it is expected that Societe Generale will be 
required to file with the Board of Governors of the 
Federal Reserve System (“Federal Reserve Board”) 
an annual report containing information with 
respect to Societe Generale and its United States 
subsidiaries, including Applicant. The application 
states further that in the view of the staffs of the 
Federal Reserve Bank of New York and the Federal 
Reserve Board, Applicant is a service company, 
ownership of which by Societe Generale is permitted 
by the Bank Holding Company Act of 1956 (“1956 
Act”). Applicant asserts that as a non-bank 
subsidiary of a foreign bank having United States 
branches, Applicant is generally restricted to 
furnishing services to or performing services for 
Societe Generale. Applicant also states that the 
1956 Act provides that, under certain 
circumstances, the Federal Reserve Board may 
ierminate certain United States activities by 
Applicant or Societe Generale’s control of Applicant. 


According to the application, Applicant proposes to 
issue and sell prime quality commercial paper notes 
in minimum denominations of $100,000 through 
United States commercial paper dealers. Applicant 
represents that it will secure an undertaking from 
each such dealer that the notes will be sold to 


institutional investors and other entities and 
individuals that ordinarily purchase commercial 
paper notes. Applicant states that it expects the 
average amount of commercial paper outstanding 
during the year after the program commences to be 
approximately $500,000,000. The application 
states that the proceeds of the sale of the notes 
would be placed on short-term deposit with, or 
loaned to, Societe Generale and thus made available 
to it for current transactions. The application states 
further that the deposits, or loans, with interest, as 
the case may be, would be withdrawn by, or repaid to 
Applicant, as required to pay commercial paper 
notes at maturity. 


Applicant plans to sell the notes without registration 
under the Securities Act of 1933 (“1933 Act’), in 
reliance upon an opinion of its special counsel inthe 
United States that the offering will qualify for an 
exemption from the registration requirements of the 
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1933 Act provided for certain short-term 
commercial paper by Section 3(a)(3) thereof. 
Applicant will not proceed with its proposed offering 
until it has received such opinion letter. Applicant 
does not request Commission review or approval of 
such opinion letter and the Commission expresses 
no opinion as to the availability of any such 
exemption. Applicant further represents that the 
presently proposed issue of securities and any 
future issue of its debt securities inthe United States 
shall have received, prior to issuance, one of the 
three highest investment grade ratings from at least 
one of the nationally recognized statistical rating 
organizations, and that its American counsel shall 
have certified that such rating has been received; 
provided however, that no such rating shall be 
required to be obtained, if inthe opinion of American 
counsel for Applicant, such counsel having taken 
into account for the purposes thereof the doctrine of 
“integration” referred to in various releases and no- 
action letters made public by the Commission, an 
exemption from registration is available with respect 
to such issue under Section 4(2) of the 1933 Act. 
Applicant represents that the notes will rank pari 
passu amcng themselves and equally with all other 
unsecured unsubordinated indebtedness of 
Applicant and superior to rights of shareholders. The 
application states that the guaranty of Societe 
Generale will rank pari passu with all other 
unsecured unsubordinated indebtedness of Societe 
Generale, including its deposit liabilities, and 
superior to rights of shareholders. 


Applicant undertakes to ensure that the dealer will 
provide each offeree, prior to any sale of the 
commercial paper to such offeree, with a 
memorandum describing the business of Applicant 
and Societe Generale and containing the most 
recently available audited financial statements of 
Societe Generale, audited in accordance with 
French auditing practices. Applicant states that the 
offering memorandum will include a paragraph 
highlighting the material differences between 
French accounting standards applicable to French 
banks and generally accepted accounting principles 
employed by U.S. banks. Applicant represents that 
such memoranda will be at least as comprehensive 
as those customarily used in offering commercial 
paper in the United States, and will be updated 
periodically to reflect material changes in the 
business or financial status of Applicant or Societe 
Generale. Applicant further represents that any 
future offering of its debt securities in the United 
States will be done on the basis of disclosure 
documents which are at least as comprehensive in 
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their description of Applicant and Societe Generale, 
and the businesses of Applicant and Societe 
Generale, as those customarily used in United States 
offerings of such securities and which contain the 
financial statements of Societe Generale. Applicant 
consents to having any order granting the relief 
requested under Section 6(c) of the Act expressly 
conditioned upon its and Societe Generale’s 
compliance with the foregoing undertakings 
concerning disclosure documents. 


Applicant and Societe Generale represent that they 
will appoint a bank or trust company, the 
Commission or a corporation providing corporate 
services for lawyers as agent to accept service of 
process in any suit, action, or proceeding, brought 
on, respectively, the short-term notes or the 
guaranty or with respect to the offer and sale of short- 
term notes by means of the offering memorandum 
and instituted in any state or federal court by the 
holder of any short-term note. The application states 
that Applicant and Societe Generale will expressly 
submit to the jurisdiction of state or federal courts in 
the City and State of New York in respect of any such 
suit, action or proceeding. The application states 
further that such appointments of an agent to accept 
service of process and such consents to jurisdiction 
shall be irrevocable until all amounts due and to 
become due in respect of the notes have been paid. 
The application also states that Applicant and 
Societe Generale will similarly consent to 
jurisdiction and appoint an agent for service of 
process in any such suit, action, or proceeding 
arising from any future offerings of such debt 
securities that it may make in the United States. 


Section 3(a)(3) of the Act defines investment 
company to mean “any issuer which is engaged or 
proposes to engage in the business of investing, 
reinvesting, owning, holding, or trading in securities, 
and owns or proposes to acquire investment 
securities having a value exceeding 40 per centum 
of the value of such issuer's total assets (exclusive of 
government securities and cash items) on an 
unconsolidated basis.” Applicant states that it may 
be considered to be an investment company as 
defined under the Act. 


Section 6(c) of the Act provides, in pertinent part, 
that the Commission, by order upon application, 
may conditionally or unconditionally exempt any 
person, security or transaction, or any class or 
classes of persons, securities or transactions, from 
any provision of the Act or of any rule or regulation 
under the Act, if and to the extent that such 


Volume 19, No. 13, April 1, 1980 





exemption is recessary or appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


Applicant asserts that the purchase of its notes will 
be the equivalent of purchasing obligations of 
Societe Generale because of Societe Generale’s 
unconditional guaranty. Applicant also states that 
Societe Generale, by Commission order, has been 
granted an exemption under Section 6(c) of the Act 
but has decided not to sell commercial paper in the 
United States because of the tax questions outlined 
above that have arisen under French law. Applicant 
states that it will serve as a vehicle to facilitate 
Societe Generale’s obtaining of funds through 
Applicant's sale of its debt securities in the United 
States, and its only business will be to sell its 
commercial paper in the United States and to 
deposit with or lend to Societe Generale the 
proceeds of such sales. Applicant asserts further 
that under present Federal banking laws, there is no 
advantage to a foreign bank in issuing securities 
through a wholly-owned domestic subsidiary rather 
than issuing such securities directly. Finally, 
Applicant argues that as a result of the disclosure 
memoranda that offerees of its commercial paper 
will receive investors will be adequately protected, 
and it would therefore not be in the public interest to 
treat the Applicant as an investment company under 
the Act. Applicant submits that granting its 
requested exemptive order pursuant to Section 6(c) 
of the Act would be appropriate in the public interest 
and consistent with the protection of investors and 
the purposes fairly intended by the policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 10, 1980, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request snall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 


Volume 19, No. 13, April 1, 1980 


herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission's own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11093/March 18, 1980 


In the Matter of 


TRANSAMERICA CASH RESERVE, INC. 
1150 South Olive Street 
Los Angeles, California 90051 


(812-4596) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(41) 
OF THE ACT AND RULES 2a-4 AND 22c-1 
THEREUNDER 


On February 22, 1980, a notice was issued 
(Investment Company Act Release No. 11057) of an 
application filed on January 22, 1980, with an 
amendment thereto filed on February 5, 1980, by 
Transamerica Cash Reserve, Inc. (“Applicant”), an 
open-end diversified management investment 
company registered under the Investment Company 
Act of 1940 (“Act”), pursuant to Section 6(c) of the 
Act for an order of exemption from the provisions of 
Section 2(a)(41) of the Act and Rules 2a-4 and 22c-1 
thereunder to the extent necessary to permit 
Applicant to compute its net asset value per share 
according to the amortized cost method of valuing 
portfolio securities. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed and the Commission has not 
ordered a hearing. 
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The matter has been considered, and it is found that 
the granting of the requested exemption is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent requested, 
be and hereby is, granted, effective forthwith, 
subject to the following conditions to which 
Applicant has consented: 


1. In supervising Applicant's operations and 
delegating special responsibilities involving 
portfolio management to Applicant’s investment 
adviser, Applicant's board of directors undertakes— 
as a particular responsibility within the overall duty 
of care owed to its shareholders—to establish 
procedures reasonably designed, taking into 
account current market conditions and Applicant’s 
investment objectives, to stabilize Applicant’s net 
asset value per share, as computed for the purpose 
of distribution, redemption, and repurchase, at 
$1.00 per share. 


2. Included with the procedures to be adopted by 
Applicant’s board of directors shall be the following: 


(a) Review by the board of directors as it deems 
appropriate and at such intervals as are reasonable 
in light of current market conditions, to determine 
the extent of deviation, if any, of the net asset value 





‘Applicant states that to fulfill this condition, it 
intends to use actual quotations or estimates of 
market value reflecting current market conditions 
chosen by the board of directors in the exercise of its 
discretion to be appropriate indicators of value, 
which may include among others (i) quotations or 
estimates of market value for individual portfolio 
instruments, or (ii) values obtained from yield data 
relating to classes of money market instruments 
published by reputable sources. 


“In fuifilling this condition, if the disposition of a 
portfolio instrument results in a dollar-weighted 
average portfolio maturity in excess of 120 days, 
Applicant will invest its available cash in such a 
manner as to reduce its dollar-weighted average 
portfolio maturity to 120 days or less as soon as is 
reasonably practicable. 
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per share, as determined by using available market 
quotations, from Applicant’s $1.00 amortized cost 
price per share, and maintenance of records of such 
review.! 


(b) In the event such deviation from the $1.00 
amortized cost price per share exceeds 1/2 of 1%, 
the board of directors will promptly consider what 
action, if any, should be initiated. 


(c) Where the board of directors believes the extent 
of any deviation from Applicant’s $1.00 amortized 
cost price per share may result in material dilution or 
other unfair results to investors or existing 
shareholders, it shall take such action as it deems 
appropriate to eliminate or to reduce to the extent 
reasonably practicable such dilution or unfair 
results, which action may include: redemption of 
shares in kind; selling portfolio instruments prior to 
maturity to realize capital gains or losses, or to 
shorten Applicant’s average portfolio maturity; 
withholding dividends; or utilizing a net asset value 
per share as determined by using available market 
quotations. 


3. Applicant will maintain a dollar-weighted average 
portfolio maturity appropriate to its objective of 
maintaining a stable net asset value per share; 
provided, however, that Applicant will not (a) 
purchase any instrument with a remaining maturity 
of greater than one year (the securities underlying 
repurchase agreements are not included in this 
restriction), or (b) maintain a dollar-weighted 
average portfolio maturity in excess of 120 days.’ 


4. Applicant will record, maintain and preserve 
permanently in an easily accessible place a written 
copy of the procedures (and any modifications 
thereto) described in condition 1 above, and 
Applicant will record, maintain and preserve in the 
minutes of the board of directors’ meetings for a 
period of not less than six years (the first two years in 
an easily accessible place) a written record of the 
board of directors’ considerations and actions taken 
in connection with the discharge of its 
responsibilities, as set forth above. The documents 
preserved pursuant to this condition shall be subject 
to inspection by the Commission in accordance with 
Section 31(b) of the Act as though such documents 
were records required to be maintained pursuant to 
rules adopted under Section 31(a) of the Act. 


5. Applicant will limit its portfolio investments, 


including repurchase agreements, to those United 
States dollar denominated instruments which the 
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Applicant’s board of directors determines present 
minimal credit risks, and which are of high quality as 
determined by any major rating service or, in the 
case of any instrument that is not rated, of 
comparable quality as determined by the board of 
directors. 


6. Applicant will include in each quarterly report, as 
an attachment to Form N-1Q, a statement as to 
whether any action pursuant to condition 2(c) was 
taken during the preceding fiscal quarter, and, if any 
action was taken, will describe the nature and 
circumstances of such action. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11094/March 20, 1980 


In the Matter of 
BANQUE EUROPEENNE de CREDIT S.A. 
and 


BEC FINANCE N.V. 

c/o Peter H. Darrow, Esq. 

Cleary, Gottlieb, Steen & Hamilton 

1 State Street Plaza, New York, New York 10004 


(812-4535) 


NOTICE OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANTS FROM ALL PROVISIONS 
OF THE ACT 


NOTICE IS HEREBY GIVEN that Banque Europeenne 
de Credit S.A. (“BEC”) and BEC Finance N.V. (“BEC 
Finance,” together with BEC, “Applicants”) filed an 


application on September 10, 1979, and an 
amendment thereto on February 28, 1980, for an 
order of the Commission pursuant to Section 6(c) of 
the Investment Company Act of 1940 (‘Act’), 
exempting Applicants from all provisions of the Act. 
All interested persons are referred to the application 
on file with the Commission for a statement of the 
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representations contained therein, which are 
summarized below. 


Applicants represent that BEC is a joint venture 
commercial bank whose seven shareholders are 
among the largest European commercial banks. 
They further represent that at December 31, 1978, 
BEC had total assets of approximately $3.098 billion 
and capital reserves of $130 million. (Ail dollar 
amounts are computed using the exchange rate as 
of December 29, 1978 of 29.29 Belgian Francs per 
United States dollar.) The application states that 
BEC’s principal office is located at Boulevard du 
Souverain 100, 1170 Brussels, Belgium. Applicants 
state that BEC Finance, a wholly-owned subsidiary of 
BEC, was established as a financing vehicle for 
BEC’s activities outside Belgium, where operations 
through a Dutch subsidiary have enabled BEC to 
obtain more favorable European withholding tax 
treatment, and that it has its principal office at 595 
Herengracht, 1000 Amsterdam, Netherlands. 
Applicants represent that the principal area of 
activity of BEC is short-, medium-, and long-term 
Eurocurrency lending to major companies and 
banks; that at year-end 1978, BEC’s outstanding 
short-term credits amounted to approximately 28% 
of its total assets and its medium- and long-term 
loans amounted to approximately 61% of its total 
assets; and that for 1978 interest income from its 
lending activities amounted to approximately 96% of 
BEC’s gross revenues. 


Applicants further represent that at the end of 1978 
approximately 3% of BEC’s outstanding loans were 
to Belgian borrowers and 54% were to other Western 
European borrowers. Applicants state that BEC’s 
lending in North, Central and South America has 
expanded recently as a result of the growing 
activities of its customers there. 


According to the application, BEC’s sources of 
financing traditionally have consisted in significant 
part of short- and medium-term Eurocurrency 
deposits from banks, institutional investors and 
industrial companies, rather than ordinary deposits 
and that, at December 31, 1978, ordinary deposits 
equaled approximately 2.7% of total liabilities and 
equity while funding from banks equaled 
approximately 89.2% of total liabilities and equity. 
Applicants state that, on that date, 11.79% of BEC’s 
deposits were from Belgian sources. The application 
states that BEC does not engage in any securities 
underwriting or investment advisory services; that 
its trading activities are confined to trading for its 
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own account in connection with the acquisition or 
disposition principally of Belgian government 
securities in accordance with Belgian banking 
regulation; and that it owns no securities as portfolio 
investments. It is further represented that BEC 
maintains no banking branches and has no 
subsidiaries other than BEC Finance. 


Applicants represent that the principal business of 
BEC Finance has been to act as a financing vehicle 
for BEC and that BEC Finance has made two 
offerings of securities, the proceeds of which were 
relent to BEC for use in its lending operations. 
Applicants further represent that the proceeds of 
any borrowings made by BEC Finance will continue 
to be relent to BEC. It is also represented that BEC 
Finance does not and will not deal with its rights 
relating to its loans to BEC nor does it or will it deal 
with or trade in securities. 


Applicants state that BEC’s activities are subject toa 
variety of regulatory measures, principally 
administered by the Belgian Banking Commission, 
with which all Belgian banks must be registered, and 
the Belgian National Bank, which supervises 
national monetary and credit policies. According to 
the application, the Banking Commission is 
authorized to issue regulations concerning the 
solvency and liquidity of banks and has introduced 
capital adequacy tests which must be observed by 
Belgian banks in their financial operations. 
Applicants represent that the Banking 
Commission’s regulations apply to BEC as 
extensively as to banks which conduct their 
business principally within Belgium. The application 
also states that banks are required to file monthly 
reports containing detailed financial information 
prepared according to accounting rules approved by 
the Banking Commission. Applicants represent that 
the authority of the Banking Commission was 
obtained in connection with the incorporation of BEC 
Finance and the previous issuance of its debt 
securities. Applicants state that the external audit of 
banks is conducted by independent auditors 
selected from a list of special auditors approved by 
the Banking Commission and that the auditors 
conduct a physical examination of BEC’s records 
twice a month and issue a detailed, semiannual 
report to the Banking Commission. Applicants 
represent that BEC Finance is subject to regulation 
by the Dutch central bank and regularly files reports 
with that body. 


Applicants currently propose to have BEC Finance 
issue and sell in the United States short-term 
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negotiable promissory notes of the type generally 
referred to aS commercial paper (the “Notes”). 
According to the application, BEC Finance will 
relend the proceeds of the United States offering to 
BEC, for use in its lending operations and that 
payment of the Notes will be unconditionally 
guaranteed by BEC. The application states that, in 
the alternative to the above arrangement, BEC may 
issue the Notes directly if changes in the Belgian tax 
laws are effected that would eliminate the tax 
advantages of having BEC Finance issue the Notes. 


According to the application, the Notes will be in 
minimum denominations of $100,000, will rank pari 
passu among themselves and equally with all other 
unsecured indebtedness issued by BEC or BEC 
Finance, as the case may be, and will be sold through 
a major United States commercial paper dealer to 
traditional types of commercial paper purchasers 
and will not be offered to the general public. 
Applicants state that while BEC cannot predict with 
certainty the aggregate amount of the Notes which 
will be outstanding, it currently believes that during 
the first year of sale the aggregate amount of Notes 
outstanding will average $120 million to $170 
million. Applicants undertake to ensure that each 
dealer in the Notes will provide offerees with a 
memorandum, updated as necessary, which 
describes the business of BEC and BEC Finance, 
contains their financial statements, includes a 
paragraph describing any material differences 
between Belgian accounting principles applicable to 
BEC and generally accepted accounting principles 
in the United States, and is comparable to 
memoranda customarily used in offering 
commercial paper in the United States. 


Applicants do not intend to register their offering 
under the Securities Act of 1933 (“1933 Act”). Inthis 
regard, they undertake not to market any Notes prior 
to receiving an opinion of special United States legal 
counsel to the effect that, under the circumstances 
described in the application, the proposed offering 
of commercial paper is entitled to the exemption 
from registration requirements contained in Section 
3(a)(3) of the 1933 Act. Applicants further 
undertake that in respect of any future offerings of 
securities in the United States they will obtain an 
opinion of legal counsel in the United States as to 
compliance with, or the availability of an exemption 
from, the 1933 Act. Applicants do not request 
Commission review or approval of counsel's opinion 
letter regarding the availability of an exemption 
under Section 3(a)(3) of the 1933 Act. 
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The application contains undertakings that in 
connection with the sale of the Notes, Applicants will 
appoint a United States banking institution as 
authorized issuing agent of the Notes and that, both 
as to the Notes and any other securities which may 
be issued in the future, they will authorize such 
banking institution or the Commission to accept any 
process served in any state or federal court action by 
a holder as to any such security. Applicants 
undertake to accept the jurisdiction of any state or 
federal court in New York City in respect of any such 
action and to continue such appointment of an agent 
for service and such consent to jurisdicton until 
payment in full of all amounts relating to the 
respective security. Applicants state that the 
authorized agent will not be a trustee for the holders 
of the Notes or otherwise obliged to act for them. 
Applicants consent that any order granting their 
application may include the express condition that 
they comply with the undertaking summarized in 
this and the prior paragraph. Applicants state that 
BEC or BEC Finance may offer other debt securities 
for sale in the United States and that any such 
securities issued by BEC Finance would be 
unconditionally guaranteed by BEC. Applicants 
represent that in connection with any such offering 
they will cause distribution to offerees of disclosure 
documents at least as comprehensive as the 
dealer’s memorandum referred to above. 


Section 3(a)(3) of the Act defines investment 
company to mean “any issuer which is engaged or 
proposes to engage in the business of investing, 
reinvesting, owning, holding, or trading in securities, 
and owns or proposes to acquire investment 
securities having a value exceeding 40 per centum 
of the value of such issuer's total assets (exclusive of 
Government securities and cash items) on an 
unconsolidated basis.” Applicants state that they 
may be considered to be investment companies as 
defined under the Act. 


Section 6(c) of the Act provides, in part, that the 
Commission, by order upon application, may 
conditionally or unconditionally exempt any person 
from any provisions of the Act, if and to the extent 
that such exemption is necessary or appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. 


Applicants assert that approval of their application 
would be appropriate in the public interest for 
several reasons. They represent that if BEC and BEC 
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Finance were deemed investment companies and if 
their application were denied, then they would be 
precluded from publicly offering securities in the 
United States. Applicants assert that this effect 
would disadvantage them vis-a-vis the maijor 
American banks with which they compete 
throughout the world. Applicants assert that such 
inequality of treatment of domestic and foreign 
banks appears to be inconsistent with the United 
States public interest regarding equal treatment of 
foreign and domestic banks in like circumstances, 
an interest explicitly reinforced by the United States 
Congress in enacting the International Banking Act 
of 1978. Finally, Applicants assert that the public 
interest would be served by permitting the kind of 
sophisticated United States investors which 
purchase commercial paper the opportunity to 
acquire paper issued by BEC and BEC Finance. 


Applicants further assert that the requested 
exemption would be consistent with the protection of 
investors. Applicants cite as support for this 
assertion, the extensive regulatory and other 
measures to which Applicants are subject, the fact 
that the commercial paper would be short-term and 
of prime quality and the fact that certain antifraud 
provisions of the federal securities laws will apply to 
the offering of the Notes. 


Applicants also assert that the specific exemption of 
American commercial banks from the provisions of 
the Act indicates a Congressional recognition that 
the dangers to investors to which the Act was 
directed are not present in the case of commercial 
banks subject to examination and supervision by 
banking authorities. Applicants assert that there are 
close similarities between BEC and large American 
banks, that they are subject to substantiai and varied 
regulation, and that the risks to investors in 
connection with purchases of securities of BEC 
Finance guaranteed by BEC would not be greater 
than those in connection with purchases of 
securities of large domestic banks. Applicants 
assert that from the point of view of protection of 
investors, exemption of the Applicants would appear 
to be as appropriate as the statutory exemption for 
domestic banks. 


Applicants assert that the legislative history of the 
Act is devoid of any reference to foreign banks. 
Applicants further assert that the exemptive power 
of the Commission pursuant to Section 6(c) of the 
Act was intended to avoid inadvertent imposition of 
the Act’s requirements on “persons who are not 
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within the intent of the [Act].” S. Rep. No. 1775, 76th 
Cong., 3d Sess. 13 (1940). 


Applicants assert that the rationale for granting an 
exemption under Section 6(c) to BEC applies equally 
to BEC Finance since the sole business of BEC 
Finance is and will continue to be to operate as a 
financing vehicle for BEC. Applicants represent that 
BEC Finance does not and will not deal with its rights 
relating to loans to BEC nor will it deal with or trade in 
securities. They state that in light of the 
unconditional guaranty of the Notes by BEC, the 
purchase thereof will be equivalent to the purchase 
of obligations of BEC. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 14, 1980, at 5:30 
p.m., submit to the Commission in writing, a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. Proof 
of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11095/March 20, 1980 


In the Matter of 


PIONEER FUND, INC. 

PIONEER II, INC. 

PIONEER BOND FUND, INC. 

PIONEERING MANAGEMENT CORPORATION 
THE PIONEER GROUP, INC. 

60 State Street 

Boston, Massachusetts 02109 


(812-4610) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 2(a)(19) OF THE ACT 


Pioneer Fund, Inc., Pioneer|, Inc., and Pioneer Bond 
Fund, Inc. (the “Funds”), each registered under the 
Investment Company Act of 1940 (“Act”) as a 
diversified, open-end, management investment 
company, Pioneering Management Corporation 
(“Management”), investment adviser to the Funds, 
and The Pioneer Group, Inc. (“Group”), the principal 
underwriter for the Funds, filed an application on 
February 6, 1980, and an amendment thereto on 
March 20, 1980, pursuant to Section 6(c) of the Act, 
for an order of exemption from the definition of 
“interested person” contained in Section 2(a)(19) of 
the Act so that Ms. Marguerite Piret Rosen (Ms. 
Rosen”) shall not be deemed to be an “interested 
person” of the Funds, Management or Group by 
reason of her status as an officer, director and 
shareholder of Kridel Securities Corporation 
(“Kridel”). 


On February 28, 1980, a notice was issued 
(Investment Company Act Release No. 11060) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
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that the requested exemption from the provisions of 
Section 2(a)(19) of the Act be, and hereby is, 
granted, effective forthwith, subject to the 
undertakings set forth in the application. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








LITIGATION 





Litigation Release No. 9034/March 14, 1980 


UNITED STATES OF AMERICA v. DOUGLAS P. 
FIELDS, ET AL., 76 Cr. 1022 (S.D.N.Y.) 


Robert B. Fiske, Jr., United States Attorney for the 
Southern District of New York, and Stephen L. 
Hammerman, Administrator of the New York 
Regional Office, announced that on February 28, 
1980, defendant Peter S. Davis, Esq. (“Davis”), 
formerly General Counsel of TDA Industries, Inc., 
was fined $5,000, by the Honorable Charles S. 
Haight, Jr., United States District Judge for the 
Southern District of New York, based on Davis’ plea 
of guilty to one count of conspiracy and one count of 
securities fraud. 


For further information, see Litigation Release Nos. 
8994, 8981, 8976, 8921, 7692, 7369 and 7088. 





Litigation Release No. 9035/March 14, 1980 


UNITED STATES OF AMERICA v. FREDERICK M. 
FRIEDMAN AND ALAN E. SANDBERG, 76 Cr. 1022 
(S.D.N.Y.) 


William Tendy, Acting United States Attorney for the 
Southern District of New York, and Stephen L. 
Hammerman, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission, announced that on March 6, 1980, 
defendant Alan E. Sandberg (“Sandberg”) of East 
Northport, New York, a former officer and director of 
TDA Industries, Inc. (“TDA”), was sentenced by the 
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Honorable Inzer B. Wyatt, United States District 
Judge for the Southern District of New York, 
following his conviction on January 22, 1980 on two 
counts of mail fraud and one count of wire fraud in 
the above-captioned matter. Defendant Sandberg 
was sentenced to six weeks imprisonment on each of 
three counts, to run concurrently, and to be served 
on 14 weekends. Defendant Sandberg was also fined 
$1,000 on each of three counts. 


The criminal trial arose out of a related Commission 


‘injunctive action, SEC v. TDA Industries, Inc., et al., 


75 Civil 4519 (S.D.N.Y. 1975). 


For further information, see Litigation Release Nos. 
9034, 8994, 8981, 8976, 8921, 7692, 7369, and 
7088. 





Litigation Release No. 9036/March 17, 1980 


SEC v. AEGEAN INDUSTRIES, INC., ET AL., 80 Civil 
843 (S.D.N.Y.) (C.S.H.) 


Stelphen L. Hammerman, Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission, announced that on February 20, 1980, 
the Honorable Charles S. Haight, Jr., United States 
District Judge for the Southern District of New York, 
issued a final judgment of permanent injunction and 
order for disgorgement and other relief, upon 
consent, against defendants Aegean Industries, 
Inc., Stanley J. Sanders and Vincent Fava. The 
injunction prohibits the defendants from future 
violations of Section 17(a) of the Securities Act of 
1933, and Section 10(b) of the Securities Exchange 
Act of 1934 and Rule 10b-5 thereunder (the 
antifraud provisions), and Sections 5(a) and 5(c) of 
the Securities Act (the registration provisions). 


In addition, defendant Sanders consented to pay 
$50,000, and defendant Fava consented to pay 
$5,000, to a Special Escrow Agent, who is to hold 
such monies for the benefit of Aegean and its 
shareholders. The monies are to be distributed 
pursuant to a plan of distribution, which plan is to be 
prepared by the Special Escrow Agent, and to be 
proposed within ninety days after entry of the 
judgment for consideration by the Court. 


For further information, see Litigation Release No. 
9006. 
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Litigation Release No. 9037/March 17, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
GENERAL RESOURCES CORPORATION, ET AL. 
(United States District Court for the Northern District 
of Georgia) Civil Action No. 79-2026A. 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced that on March 6, 1980, the Honorable 
Orinda D. Evans, U.S. District Judge for the Northern 
District of Georgia, issued a Final Judgment of 
Permanent Injunction enjoining Roy E. Stephens of 
Atlanta, Georgia from violations of the antifraud 
provisions of the federal securities laws. Stephens 
was also enjoined from aiding and abetting 
violations of the reporting and proxy provisions in 
connection with filings made with the Commission 
on behalf of General Resources Corporation and Atla 
National Investments Corporation. The Final 
Judgment was entered with the consent of Stephens 
in which he neither admitted nor denied the 
Commission's allegations. 


The Complaint, which was filed on October 31, 1979 
and named six individual and ten corporate 
defendants, alleged, among other things, that 
Stephens and the individual defendants embarked 
on an acquisition program to acquire companies 
with substantial liquid assets, such as insurance 
companies, which assets were then used to sustain 
the operation of insolvent and nearly insolvent 
companies through a complex series of inter- 
company transactions in which cash was exchanged 
for mortgages and other property of dubious value. 
Stephens, an officer and director of General 
resources, was alleged to have violated the antifraud 
provisions and to have aided and abetted violations 
of the proxy and reporting provisions of the federal 
securities laws. The other defendants consented to 
the relief requested at the time of the filing of the 
Complaint. 


For further information, see Litigation Release No. 
8934, dated November 27, 1979. 





Litigation Release No. 9038/March 17, 1980 


SEC v. PRICE & COMPANY, ET AL. (United States 
District Court for the Northern District of Illinois; 
Eastern Division, Civil Action No. 80-C-269) 
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William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on March 7, 1980, the 
Honorable Marvin E. Aspen, Judge of the United 
States District Court for the Northern District of 
Illinois, accepted a stipulation of dismissal, agreed 
to by all the parties therein, which provided for a 
voluntary dismissal of the Commission’s action 
pursuant to Rule 41 of the Federal Rules of Civil 
Procedure. The Commission’s complaint, filed on 
January 17, 1980, had sought, inter alia, a court 
order directing the defendants to make Price and 
Company’s books and records available for 
examination by the Commission’s staff. Prior to the 
submission of the stipulation to the Court, the 
defendants took those steps which would permit 
representatives of the Commission to review Price 
and Company’s books and records. For further 
information see Litigation Release No. 8992. 





Litigation Release No. 9039/March 19, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
INVESTMENT INFORMATION, INC. ET AL., (United 
States Court for the District of Columbia, Civil Action 
No. 80-0701) 


SECURITIES AND EXCHANGE COMMISSION v. 
AMERICAN NATIONAL BANK & TRUST OF NEW 
JERSEY (United States District Court for the District 
of New Jersey, Civil Action No. 80-745) 


SECURITIES AND EXCHANGE COMMISSION v. 
SECURITY FIRST NATIONAL BANK IN SHEBOYGAN 
(United States District Court for the Eastern District 
of Wisconsin, Civil Action No. 80C-264) 


The Commission announced today a series of 
related actions, all of which involved an arrangement 
under which money managers utilized a portion of 
the brokerage commissions paid by their clients in 
order to purchase, through a third party, goods and 
services for their own use. 


All of the actions announced today stem from an 
arrangement offered by a Dallas, Texas firm, 
Investment Information, Inc. (“Ill”), and its 
president and majority stockholder, Frederick P. 
Oman. These actions consisted of the following: 


— a complaint against Ill and Oman filed in U.S. 
District Court in Washington, D.C. and Final 
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Judgment of Permanent eee to which Ill and 
Oman consented; 


— a Report of Investigation pursuant to Section 
21(a) of the Securities Exchange Act of 1934, 
detailing the conduct of seven investment advisers, 
five banks and 12 broker-dealers, all of whom 
undertook to take remedial actions. The investment 
advisers and banks agreed to make certain 
payments to their clients and the broker agreed to 
reduce commission on certain transactions for a 
period of time. 


— complaints, filed in U.S. District Court in New 
Jersey and Wisconsin, against two banks, which the 
defendants are contesting. 


The Commission said that Ill brought money 
managers—investment advisers and bank trust 
departments—together with participating broker- 
dealers. The money managers directed transactions 
in behalf of their clients to the brokers. The brokers 
then remitted 50 percent of the commissions to III, 
which used a majority of the money to pay for goods 
and services purchased elsewhere by the money 
managers. Some $11.7 million in commission were 
paid under this arrangement between January 1973 
and June 1978, with about half—$5.8 million— 
remitted to III for the credit of the money managers’ 
accounts. Ill retained a fee of between 10 and 17 
percent of the gross commissions paid. 


INVESTMENT INFORMATION, INC. (“III”) 


The Final Order of Permanent Injunction, signed 
today by the Hon. Charles Richey, United States 
District Court Judge for the District of Columbia, 
enjoins Ill and Oman from violating the antifraud 
provisions of the Securities Exchange Act of 1934 


(“Exchange Act”) and the Investment Advisers Act of © 


1940 (“Advisers Act”). The defendants consented to 
entry of the Final Judgment without admitting or 
denying the allegations in the Commissions’s 
Complaint. 


The complaint alleges that Ill and Oman violated 
Section 10(b) of the Exchange Act and the 
Commission’s Rule 10b-5, and aided and abetted 
violations of Section 206 of the Advisers Act, in 
connection with the arrangement described above. 


Pursuant to the arrangement established by Ill, 
money managers obtained goods and services by 
executing trades for their clients through brokers 


participating in the Ill arrangement. The 
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participating brokers remitted 50 percent of the 
commission on such trades to III, which in turn paid 
for goods and services independently purchased by 
the money managers. The Complaint alleges that the 
money managers also had the option, however, of 
directing Ill to pay the related portion of the 
commission to the beneficial owner of the securities 
whose account paid the original commission instead 
of paying for goods and services purchased by the 
money manager. 


The complaint further alleges that Ill prepared and 
sent to money managers, a suggested consent form 
which made inadequate and incomplete disclosure 
concerning the arrangement. Among other things, 
the Complaint alleges that the consent form 
erroneously stated that the arrangement operated at 
“no cost” to the client, and that it failed to disclose 
that Ill in some cases returned cash to the beneficial 
owner of the Securities rather than pay for goods and 
services acquired by money managers. 


The Court ordered II! and Oman to comply with their 
undertakings to refrain from engaging in any 
business activity which involves the provision of 
cash, goods or services to fiduciary money 
managers in return for directing brokerage 
transactions for accounts under their management 
to any particular brokers, unless such business 
activity specifically conforms with a_ general 
Commission rule or release, or a_ specific 
Commission interpretive letter to Oman or Ill. Ill 
may, however, arrange for a partial return in cash of 
commissions charged on directed brokerage 
transactions, provided that such rebate is directly 
returned to the account of the beneficial owner of the 
securities involved in the transaction, and provided 
that adequate disclosure is made to the beneficial 
owner of securities. 


In addition, II| and Oman undertook to register with 
the Commission as a broker or dealer if they 
continue to solicit brokerage and receive 
compensation based on the brokerage business, or 
if they become associated with a registered broker- 
dealer. 


REPORT OF INVESTIGATION RELATING TO THE 
ACTIVITIES OF CERTAIN INVESTMENT ADVISERS, 
BANKS AND BROKER-DEALERS 


In issuing this Report, the Commission addresses 
certain practices by which fiduciary money 
managers have obtained goods and services with 
brokerage commission (“soft dollars”) paid from 
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client accounts. In particular, the Report focuses 
upon the arrangement established by III. The Report 
expresses the Commission's belief that the II| and 
similar arrangements established by others in 
claimed reliance upon Section 28(e) of the 
Exchange Act, do not fall within the exemptive 
provisions of that section. 


The Report expresses the view that Section 28(e) 
involves a statutory exemption for conduct which 
might otherwise constitute a breach of fiduciary duty 
owed by a money manager to his client, and should 
therefore be construed in light of its limited 
purposes. Particularly in light of otherwise 
applicable fiduciary law, the Report states, a money 
manager who seeks to extend the safe harbor 
provided by Section 28(e) to its outer boundaries 
assumes the risk that his perception of those 
boundaries may be imperfect and that his conduct 
may not be within permissible limits. 


The entities whose activities are discussed in the 
Report consented to its issuance and made 
undertakings to effect certain remedial actions. The 
seven investment advisers undertook to make 
restitution to clients of $215,000, and to refrain from 
soliciting or accepting any new advisory clients for a 
period of 45 days. The five banks undertook to make 
restitution of $170,000, to review existing 
procedures concerning their use of brokerage 
commission paid by clients, and if necessary to 
implement and maintain new procedures designed 
to ensure compliance with the federal securities 
laws. The brokers undertook to limit certain profits 
on brokerage transactions executed for certain 
fiduciary accounts over a period of ten days. The 
amount of reduction in profits effected by such 
limitation is $5,000 for each broker. 


The Report further expresses the Commission's view 
that the money managers who participated in the III 
arrangement failed to disclose adequately to their 
clients the facts and circumstances surrounding 
that arrangement, and that such inadequate 
disclosure constituted violations of the antifraud 
provisions of the Exchange Act and the Advisers Act. 


The Report also notes that certain provisions of the 
Employee Retirement Income Security Act of 1974 
(“ERISA”) prohibit the fiduciary of a pension or 
profit-sharing fund subject to ERISA from receiving 
any consideration for his own account from any party 


dealing with the fund in connection with a 
transaction involving the assets of the fund. In this 
regard, the Report states that money managers 
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should be sensitive to the fact that certain 
transactions between money managers and their 
clients may be prohibited by ERISA regardless of 
consent. 


With respect to brokers who participated at various 
times in the Ill arrangement, the Report expresses 
the view that they should have been alerted to the 
possibility of conduct which contravened applicable 
fiduciary principles and the federal securities laws 
and that, under these circumstances, they should 
have ascertained whether there were provisions to 
insure that adequate disclosure was being made to 
clients of the money managers. The report further 
concludes that confirmations of transactions issued 
by brokers participating in the Ill arrangement 
should have reflected the remission of 50 percent of 
the commissions to III. 


AMERICAN NATIONAL BANK & TRUST OF NEW 
JERSEY (“AMNAT”) AND SECURITY FIRST 
NATIONAL BANK IN SHEBYOGAN (“SECURITY 
FIRST”) 


On March 18, 1980 the Commission filed civil 
injunctive actions alleging that AmNat and Security 
First violated Section 10(b) of the Exchange Act and 
Rule 10(b)-5 promulgated thereunder by failing to 
make adequate disclosure to their trust clients 
concerning their bank’s participation in the Ill 
arrangement. The Complaints allege that AmNat 
acquired goods and services worth more than 
$155,000 and that Security First acquired goods and 
services worth more than $68,000 by directing 
securities transactions for their fiduciary accounts 
through particular brokers designated by Ill. The 
AmNat Complaint further alleges that AmNat 
participated in similar arrangements which resulted 
in the acquisition of an additional $64,000 in goods 
and services in exchange for commissions on trust 
accounts. 


The Complaints allege that the banks failed to 
adequately disclose material facts concerning their 
participation in the Ill arrangement, including, 
among other things: the transaction costs charged to 
trust customers; the use of clients assets for the 
benefit of the banks, and the extent to which the 
banks could have recaptured the funds for their trust 
clients. 
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Litigation Release No. 9040/March 20, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
TEMPLET INDUSTRIES, INC. (United States District 
Court for the District of Columbia, Civil Action No. 
80-0324) 


The Commission announced today that on March 
19, 1980, the United States District Court for the 
District of Columbia entered a Final Judgment of 
Permanent Injunction against Templet Industries, 
Inc. of Nutley, New Jersey, restraining and enjoining 
Templet Industries Inc. from failing to file timely 
periodic reports and ordered it to comply with 
certain undertakings. Templet Industries, Inc., 
consenting to the entry of the Court's judgment, 
admitted that it had filed reports in an untimely 
manner on 12 separate occasions. The 
Commission’s Complaint was filed on January 30, 
1980. 


The Complaint had alleged that Templet Industries, 
Inc. as part of a continuing course of conduct 
extending over several years, failed to file timely with 
Commission certain Annual Reports and Quarterly 
Reports required to be filed under the Securities 
Exchange Act of 1934. 





Litigation Release No. 9041/March 20, 1980 


SEC v. RELIANCE MORTGAGE CORPORATION AND 
EUGENE J. CAHILL (USDC District of Colorado, Civil 
Action No. 80-312) 


Robert H. Davenport, Regional Administrator of the 
Denver Regional Office of the Securities and 
Exchange Commission, announced that on March 
11, 1980 a final judgment of permanent injunction 
was issued against Reliance Mortgage Corporation, a 
Colorado corporation, and Eugene J. Cahill, a 
resident of Colorado, by the Honorable John L. Kane, 
Jr., United States District Court for the District of 
Colorado, enjoining the defendants from violating 
Section 10(b) of the Securities Exchange Act of 
1934, as amended, and Rule 10b-5 thereunder. The 
defendants consented to the final judgment of 
permanent injunction without admitting or denying 
the allegations in the Commission’s complaint. 


The Commission’s complaint, which was filed on 
March 10, 1980, alleged, among other things, that 
the defendants engaged in a course of business 
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wherein they made false statements to securities 
dealers, in connection with the purchase of 
Government National Mortgage Association (GNMA) 
pass-through certificates or commitments which 
relate to GNMA’s, to the effect that (a) Reliance is net 
short or has an equal number of shcrt commitments 
to offset its long commitments in the GNMA forward 
market; (b) Reliance has adequate Federal National 
Mortgage Association (FNMA) commitments to 
offset its long commitments n the GNMA forward 
market; (c) Reliance is “speculating” only with a few 
securities dealers; and (d) Reliance is ready and able 
to meet its existing financial commitments and 
proposed commitments. 





Litigation Release No. 9042/March 20, 1980 


SEC v. PHILIP R. COHN AND DAVID E. LYON (Civil 
Action No. 80-0052-F) 


Willis H. Riccio, Administrator of the Commission's 
Boston Regional Office, announced that on March 
12, 1980, the Commission filed a Complaint in the 


United States District Court for the District of 
Massachusetts, naming Philip R. Cohn and David E. 
Lyon both of Longmeadow, Massachusetts, as 
defendants. The Commission, in its Complaint and 
supporting papers, seeks a temporary restraining 
order, as well as preliminary and permanent 
injunctive relief against further violations of the 
registration and antifraud of the Federal securities 
laws. The Commission’s papers also request a 
temporary order freezing the assets of defendants, 
Cohn and Lyon, as well as an order for an accounting 
from the defendants. 


The Commission’s Complaint and supporting 
papers allege that since on or about March 1, 1976, 
to the present, defendant Cohn singly and jointly 
with defendant Lyon offered for sale and sold over 
$8,000,000 in unregistered securities in the form of 
evidences of indebtedness and “buy back” 
agreements and promissory notes in connection 
with certain real estate transactions, as well as 
investment contracts in the form of interests and 
participations in multi-family housing projects. The 
securities were offered and sold in Massachusetts, 
Connecticut, New York and New Jersey, as well as 
other jurisdictions. The Commission's papers allege 
that the offers and sales were in violation of Sections 
5(a) and 5(c) of the Securities Act of 1933 
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(“Securities Act’) the so-called 
provisions of that statute. 


registration 


Additionally, the Commission’s complaint and 
supporting papers allege that, in connection with the 
offer and sale of the securities in question, the 
defendants made misrepresentations of material 
facts and omitted to state material facts concerning, 
among other things, commingling, conversion and 
diversion of proceeds, the source of funds used to 
pay off investors, profits to be realized by investors, 
the guaranteed return of investors’ funds and the 
placing of proceeds in escrow, all in violation of 
Section 17(a) of the Securities Act and Section 10(b) 
of the Securities Exchange Act of 1934 (“Exchange 
Act”) and Rule 10b-5 promulgated thereunder. 
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Finally, the Complaint alleges that in furtherance of 
the conduct described therein, defendants, Cohn 
and Lyon, engaged in transactions, practices and a 
course of business which operated or would operate 
as a fraud, including, but not limited to, paying off 
prior investors with the proceeds of the sale of 
securities to subsequent investors, and soliciting 
new investors by citing the profits realized by earlier 
investors without informing them that such profits 
were paid from the proceeds of sales of securities to 
subsequent investors. 
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